) THE PRICE OF INDEPENDENCE 


OST of us are old enough to be a 
(A little surprised that the financial 
lems of the self-employed should 

me the subject of sympathetic pub- 
inquiry. It is not so many years 

that the professional man in pub- 
practice could reasonably expect to 
ye enough from current earnings to 
fovide for his retirement. The war 

its aftermath of inflation and high 
mation have altered that. 


The problem is probably most acute 
| the United Kingdom, and as our Lon- 
Correspondent has reported (Aus- 
wlian Accountant, Oct., 1955) both 
@ Millard Tucker Committee and the 
Commission on Taxation agreed 
‘the principle that tax-relief for 
frannuation payments should be 
tilable to the self-employed to the 
me extent as it is available to em- 
In March this year, the Insti- 
fe of Chartered Accountants in Eng- 
id and Wales joined with other pro- 
sional bodies, in a deputation to the 
meellor of the Exchequer, to re- 
that the recommendations of the 
Ward Tucker Committee be imple- 
ed. So far the United Kingdom 
ernment has taken no steps to do 
& but no doubt the matter awaits 
consideration of the Royal Com- 
sion’s final report. 


ve now note, from the August is- 
bof The Journal of Accountancy, 
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that in the United States the House 
Ways and Means Committee has con- 
sidered proposals to grant tax relief 
to self-employed persons who make 
contributions to a retirement fund. In 
U.S.A. also, it is claimed, pension tax 
treatment is at present less favourable 
to the self-employed than to the em- 
ployee, and amending legislation has 
been proposed to rectify this anomaly. 


Under Australian legislation, both 
the employee and the self-employed ap- 
pear at first sight to be on the same 
footing. Each is entitled to a deduc- 
tion of up to £200 per annum for his 
own payments by way of life assurance 
premiums, superannuation contribu- 
tions, etc. But in fact the employee is 
better off for, with his employer’s con- 
tributions added to his own, his yearly 
tax-free accumulations in a retirement 
fund can amount to considerably more 
than £200. 


There is no easy solution to this 
problem. The self-employed range 
from those whose businesses have a 
saleable goodwill of high value, to 
those who (like barristers) have no 
saleable goodwill at all. The latter 
certainly deserve greater considera- 
tion. On the whole it seems to be the 
professional man who is worst off, and 
it may be that overseas action to re- 
lieve his position will prompt similar 
action in this country. 





A reply to Ashley Forster’s criti- 
cism — Australian Accountant, 
October, 1955. 


Mr. Forster 
on “A Blueprint” 


R. FORSTER’S comment on my 

blueprint seems to be excellent 
demagogy, but it is poor pedagogy. It 
may have the power to stir the popular 
imagination, but it does nothing to pro- 
mote understanding of the subject. Be- 
cause it is written with a bold pen and 
with broad strokes, I find it difficult to 
discover the substance of many of his 
objections. Some are Aunt Sallies of 
his own making, some are quibbles, 
some are gross exaggerations, and 
some arise from confusion, misunder- 
standing and an express dislike for 
reasoned inquiry. All of which is to be 
proved. 


I. Quite early in my article I dis- 
tinguished between accounting theory 
and accounting practice, proceeding to 
set out a rough draft of what a theory 
might cover and how it might be built 
up. Mr. Forster disregards this distinc- 
tion; he comments on theory and prac- 
tice, using the term “accounting” with- 
out indicating to which he refers. He 
claims “accounting can never attain to 
the kind of precision and certainty 
which is found in a few of the physical 
sciences.” This is either confusion or 
misapprehension. A theory of account- 
ing can be quite as precise as a theory 
in any scientific field; it requires only 
that concepts shall be defined and re- 
lated with reason. If, however, Mr. 
Forster is referring to the practice of 
accounting, he is equally wrong. For, 
when a tidy piece of theory is applied 
in any scientific field, the practitioner 





R. J. Chambers, B.Ec., A.A.S.A., is Asso- 
ciate Professor of Accounting in the 
University of Sydney. 
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(chemist, engineer, etc.) is confronted 
with a variety of factors, not allowed 
for in theory, which give results other 
than those expected on purely theoreti- 
cal grounds. Among such factors are 
the limitations of the instruments of 
measurement; the same is true of ac- 
counting. But in the physical sciences, 
efforts are constantly being made to 
improve these instruments ; there seems 
to be no reason why the same efforts 
should not be made in accounting. 


2. The frequent iteration of the 
statement that “accounting is a difficult 
and complicated subject” seems to be 
a sign of intellectual immaturity. h 
the established fields of scientific er- 
deavour we find no such plea; the 
workers in those fields proceed quietly 
to overcome the difficulties and to dis- 
pose of the complications without trun- 
peting about their skill or “puffing” 
their subject. But, in any case, it seems 
to be quite wrong to say that the difi- 
culties in accounting arise from “the 
complexities of the human and social 
behaviour of the contributing parties.” 
Accounting processes are, in essence, 2 
means of providing information, about 
entities, for the use of contributing 
parties. Both the theory and practice 
of accounting may be concerned Wi 
the kinds of information which the 
parties require, but neither is concerned 
with the subsequent behaviour of those 
parties. If Mr. Forster does not agree 
that accounting is concerned only Wi 
the reporting of events and transac 
tions, if he believes the accounting pr 
cess is complicated by the behaviour ° 
the parties, he is surely obliged to define 
accounting in a way not thought of yet 
by those who have attempted to define 
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Mr. FORSTER ON “A BLUEPRINT” — Continued 


it, and in a way which is inconsistent 
with the description he offers in his 
second footnote. 


3. Mr. Forster avers “In accounting, 
as in economics. it is not unusual to see 
this craving for more synthesis and 
unity, for a greater simplicity of ideas, 
which would make both the learning of 
the art and its practice so much less 
arduous than it is in fact and in 
reality.” I disavow the motives im- 
plied in the latter half of this sentence. 
For the purpose in hand, I was con- 
cerned neither with the difficulties of 
the student nor those of the practi- 
tioner, but simply with a body of know- 
ledge or a system of ideas. An inte- 
grated system of ideas seems to be an 
admirable objective to pursue, but the 
use of the hyperbole, “craving,” leaves 
the impression that Mr. Forster thinks 
otherwise. 

Further, “synthesis and unity” is not 
cognate with “greater simplicity of 
ideas.” The use of the unqualified term 
“entity” or “accounting entity” in much 
writing on accounting is an oversimpli- 
feation, the abandonment of which ap- 
pears to be necessary to clearer think- 
ing. My treatment of the possible dif- 
ferences between classes of entities 
should have made it apparent that what 
is sought is not necessarily simplicity 
(which may do violence to reality) but 
preciseness of concepts (which recog- 
nises realities). 

Further still, in successive sentences 
Mr. Forster uses “synthesis” as if he 
were writing of the same thing. But 
the synthesis for which he says I seek 
isa synthesis of ideas, whereas the syn- 
thesis which is part of the art of the 
practitioner is a synthesis of both ideas 
and value judgments. Here is confu- 
sion of the same kind as was mentioned 
i paragraph 1 above. 


4. Mr. Forster makes great play of 
the contrast between economics and ac- 
counting; so great in fact that it may 
appear that I had based my argument 
an analogy with economics. This, of 
course, was not the case. I made two 
quite brief allusions to economics; Mr. 
Forster alludes to economists or econo- 
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mics in six of his fourteen paragraphs 
—in spite of his reminder that “ac- 
counting is the subject of inquiry, not 
economics.” 


But, in the course of his argument, 
Mr. Forster makes some pointed but un- 
supported assertions about economics 
which ought to be questioned. “In eco- 
nomics, as in accounting, may be found 
the same fundamental deficiencies but 
the economists have been much more 
adroit in assuming them away.” What 
fundamental deficiencies? And what 
have economists assumed away, their 
fundamental deficiencies, or certain 
complications of the real world? In the 
absence of answers to these questions, 
the quoted sentence is “a semantic 
blank” (to use Mr. Forster’s own 
phrase) of high quality. 

It appears to be doubtful whether 
Mr. Forster has a clear idea of the sub- 
stance and method of the subject he so 
blithely criticises. The purpose of mak- 
ing assumptions is to derive a simpli- 
fied description of certain processes. 
But economists have not been content 
with simplified description only. They 
are generally anxious to introduce into 
their theories as many as possible of 
the factors which operate in the real 
world, in order that their theories or 
models will conform as closely as poss- 
ible with reality. Can it be disputed 
that to proceed from a simple model to 
build up a comprehensive description of 
an economic process, by gradually 
abandoning the initial simplifying as- 
sumptions, is a reasonable and instruc- 
tive method of acquiring knowledge? 


Confusion is also apparent in the 
statement “The literature of econo- 
mics is full of this concept of ‘maximis- 
ing’ but in the real world it is fre- 
quently not the case.” It is doubtful 
whether any economists would assert 
that individuals and business firms do 
in fact maximise gains; I know of none. 
All that is assumed is that they try to 
maximise, to get the most for the least. 
Will Mr. Forster deny that this is a 
reasonable assumption? Does he buy a 
shirt or a suit without considering the 
price and quality? If he does, he is 
atypical; if he does not, he is trying to 
get the best for his money, even if the 


459 





Mr. FORSTER ON “A BLUEPRINT” — Continued 


quality turns out to be poorer than he 
Economists do not dispute 
tastes; they only assume that indivi- 
duals will exercise their preferences 
(tastes) in a reasonable manner. 


In any case, Mr. Forster’s gratuitous 
criticism of another subject and another 
profession is both unwise and unkind; 
it constitutes a breach of the etiquette 
of discourse, inasmuch as it attacks 
another profession in a journal to 
which that profession has not access. 
Readers are thus likely to be denied the 
opportunity of considering a reply to 
the charges that have been laid. 


5. But to return to the blueprint. 
Mr. Forster gets no further than the 
four assumptions, but here again he 
mistakes the nature and purpose of 
assumptions. A set of assumptions does 
not have to be logically related; they 
stand as observations of the real world, 
or as the conclusions of other fields of 
study ; hence the positive form in which 
they are stated. It did not seem to be 
necessary to spell out the connexion be- 
tween the fourth and the second and 
third; but in case there is any doubt 
about it, here it is. If an entity is 
managed rationally (second proposi- 
tion) some person must make reasoned 
decisions. These decisions will be based 
on knowledge of financial factors and 
non-financial factors; financial state- 
ments provide information on the 
former, but not on the latter; hence 
the statement that accounting state- 
ments are one means of facilitating 
rational management (third proposi- 
tion). The process of accounting thus 
provides information for those who 
make decisions—in short it is a service 
function (fourth proposition). How 
this statement, even alone, can be a 
“semantic blank” is difficult to under- 
stand. 


In my article, these four propositions 
are distinctly labelled as fundamental 
premises, i.e., assumptions. But Mr. 
Forster seems to believe that they con- 
stitute the whole of the blueprint; e.g. 
“is this the blueprint or plan for a good 
theory?” in a paragraph commenting 
only on the four assumptions. He 
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reaches the “inescapable conclusion” 
that these propositions are not “usefy) 
for the purpose for which they purpor 
to have been constructed” without , 
single comment on what was cop. 
structed on their foundation. 


6. The clue to Mr. Forster’s cap 
tiousness and confusion is given in his 
last paragraph. He finds the principal 
fault in my article, the attempt at “logi. 
cal elegance and fine-spun beauty, 
characteristics which, for our purposes, 
are entirely irrelevant.” “Elegance ani 
fine-spun beauty” may be discounted m 
the grounds (a) that the phrase is, 
semantic blank, and (b) that it is 
another example of Mr. Forster’s fond. 
ness for hyperbole. But if he think 
logic is a fault, I have no objection to 
being found at fault on the ground that 
I have tried to think logically. If hk 
wishes to despise reason, that is his af. 
fair; presumably the examination ani 
pursuit of knowledge are not among 
his purposes, for, for these purposes, 
logic is entirely relevant. 

7. With respect, I submit that Pro | 
fessor Samuelson’s comparison of eggs 
with theories was intended to be pic 
turesque rather than exact, for eggs and 
theories are not comparable things. Of 
theories there are not simply good and 
bad ones; there are, rather, better the 
ries and poorer theories, the bette 
serving to explain realities more ade 
quately than the poorer. The compare 
tive form of the adjective is to be pre 
ferred to the positive, for in the realm 
of ideas it is always possible that a 
more adequate theory may be developed 
than those already put forward. I 
submitting a “blueprint” I wished 
merely to set down someth'ng from 
which a theory may be built. No claim 
is made that such theory as may be 
built from it will be good or bad. ! 
little expected that a blueprint would 
be taken for the substance of a theory. 


8. One final point, mv opening ae 
tation was not from Professor Cal 
ning’s article of 1933 as Mr. Forster 
suggests: this would have made Mm 
“twenty-five years” an exaggeration. It 
was from Canning’s The Economics 6 
ery published in 1929, at P 
160. 
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This paper is based on a series of lectures which the 
author delivered to members of the Victorian Divi- 


sion, Australian Society of Accountants. 


Accounting for Management 


W. J. VATTER 


ADITIONALLY, accounting is 

identified with double-entry book- 
keeping; its literature, at least in the 
sense of modern development, runs 
from Paciolo’s treatise, and the em- 
phasis that has been maintained in 
accounting has been the professional 
one. That is, the accountant is a specia- 
list whose skills are directed to the col- 
lection of data by the use of double- 
entry systems designed to produce 
fnancial reports for the enterprise as 
awhole: the income statement, and the 
balance sheet. In the production of 
such reports the accountant usually 
takes the position that accounting is a 
procedure for summarising in conven- 
tional terms the historical record of a 
business. Although it is necessary to 
establish and maintain the validity of 
the data reported in accounting state- 
ments by independent verifications, 
audit, or internal check, these 
activities are still regarded as profes- 
sional, and the reports as well as the 
accounting procedure should be inde- 
— of, and separate from, manage- 
ment, 


The view to be presented here is that 
the real and basic functions of account- 
ing are management-oriented. However 
useful and important may be the finan- 
tial reporting functions for the enter- 
Prise as a whole, from the viewpoint 
of creditors, shareholders or owners, 
social control agencies and government, 





W. J. Vatter, Ph.D., C.P.A., is Professor 
of Accounting in the University of 
Chicago, and is at present Fulbright 
Visitiny Professor in the Department of 
Accounting, University of Melbourne. 
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the preparation of conventional state- 
ments is really a secondary function to 
the basic task of accounting, which is to 
facilitate management. 


To be sure accountants do recognise 
some of the management aspects of 
their work. There are extensions of 
system and procedure designed to detect 
or to prevent fraud; there are cost ac- 
counting operations used to determine 
unit costs for specified products and 
services, and to measure profits from 
various lines. There are subsidiary 
services maintained that will support or 
explain the summary figures that appear 
in conventional reports, These are all 
useful methods and techniques, but they 
are ordinarily used as parts of an over- 
all philosophy that emphasises the firm 
as a whole from a purely historical 
viewpoint, more clearly oriented to the 
needs and desires of outsiders than to 
the purposes and operations of manage- 
ment. 


The system of internal control is 
used by accountants principally to re- 
duce the task of verification in the 
annual audit. Cost accounting is oper- 
ated primarily to establish figures ap- 
propriate to conventional notions of in- 
come-determination. Detailed records 
and analyses usually present little more 
than “break-downs” of the summary 
figures in the balance sheet, the income 
statement, and (sometimes) the state- 
ment of funds. 


The thinking of many accountants is 
too closely geared to the double-entry 
mechanism ; there are too many account- 
ants (and other people) who believe 
that financial data may be classified, 
tabulated and presented in only a 
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narrowly defined pattern of single- 
valued truth. The idea that financial 
statements should be “correct” may 
have been superseded by the notion that 
they should “fairly present” the results 
and position of the firm; still, too many 
accountants believe that “truth” in ac- 
counting is to be found in an organised 
system of collecting “facts” to fit the 
double-entry, income-statement-and- 
balance-sheet pattern. 


The origins of accounting are buried 
in history; but even the fragmentary 
evidence we do have indicates that 
accounting of some kind was in exist- 
ence long before double-entry was de- 
vised. The keeping of records began 
from the need of a business manager 
(the owner or his agent) to know what 
was happening within his business. 
Long before there was any notion of 
formalised reporting, there were records 
kept because managers needed them. 
Before government developed an inter- 
est in the taxation of income, before it 
attempted to control financial institu- 
tions, and the issue of securities, even 
before there were regularised and stan- 
dardised monetary systems, govern- 
ments maintained accounting processes 
in rudimentary forms, so that officials 
at least might know what was neces- 
sary to be able to operate. 


Even today, the real and the essential 
functions of accounting in American 
business are management functions 
more than they are financial reporting 
for the enterprise. I have asked many 
American controllers the question: 
“How much could your accounting 
activities be reduced if income tax and 
reports to other outside agencies were 
all that had to be done?” The answers 
run from ten to twenty per cent; that 
is, around eighty or ninety per cent. of 
the accounting work in American com- 
panies has to do with management and 
operating needs—not with conventional 
“enterprise” reports for shareholders, 
the public, government, creditors, or 
other outsiders. The needs of manage- 
ment, and the ways in which accoun- 
tants should meet those needs, are im- 
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portant. The processes and methods of 
accounting, its logical and philosophical 
emphasis, and its statements, reports, 
analyses or other presentations should 
be oriented first, and most completely, 
to management prerogatives, processes, 
and problems. 


Management Activities 

Management is the task of arranging 
and guiding the operations within a 
business so that wanted services or 
goods will be supplied efficiently. And, 
although it is true that in an enterprise 
economy we tend to measure efficiency 
in terms of profit, it needs to be empha- 
sised that profits can be maintained 
only through intelligent control of 
operations. In a free market, tem 
advantage and windfalls are steadily 
wiped out by competition in some form, 
and gains may be depended upon only 
when they arise from more efficient allo 
cation and use of resources. Thus profit 
motivation is only a form of efficiency- 
stimulus, and the real task of manage 
ment is to produce efficiently. The ac 
tivities aimed at this result are plan 
ning, organisation, and administration. 


Planning 

Planning includes the establishment 
of objectives, the determination of 
policy, the initiation of campaigns, and 
the definition of operating standards. 

The objectives for an enterprise are 
the bench marks that determine the 
nature and the scope of operati 
technologically, geographically, 
financially. Some companies stay 
for considered reasons; some of 
are set up in particular ways because 
the management has determined the 
kinds of operations that ought to be 
carried on within that firm. Although 
objectives may change, they do 
slowly and after careful and prolonged 
consideration. 

Policies are more or Jess formal state 
ments of those attitudes and consider’ 
tions which govern the day to day tf 
lations of the firm with its custome? 
employees, competitors, shareholders 
and others. The subject matter of pdli- 
cies may run from tenure and prom 
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COUNTING FOR MANAGEMENT — Continued 


tion of employees, to the price to be 
charged for its products; from the ways 
in which the firm will deal with its com- 
itors, to the general attitude govern- 
sources of supply. Some companies 
ore” competitors, others operate 
Bo them on certain matters; some 
companies buy on a strict price and 
specification basis, others tend to build 
gntinuing relationships with a regular 
“ine” of suppliers. Policies are thus 
the decisions which give a business 
something of a personality, welding the 
various individual managers’ ideas into 
an institutional position, to be main- 
tained for the good of the company. 
Campaigns are plans more specifically 
fated to time periods. They tend to 
put emphasis on the rates of progress 
tobe maintained, the flow of investment 
into specialised channels within the 
business, such as the modernisation of 
equipment, or the expansion of inven- 
tory position. The most useful and 
workable campaign-p'an is the familiar 
‘hudget” in which the programme of 
operations for a period of a year or less 
is'stated in detail; the balancing and 
ordination of various activities to 
produce feasible and acceptable results 
for the firm as a whole is a most realis- 
ticapproach to management problems. 


Operating standards are considered 
statements of what constitutes satis- 
factory or acceptable performance of a 
fiven task. They may specify condi- 
tions of work, attributes or qualities of 
product, methods to be employed, or the 
tate of output to be maintained. These 
rms of behaviour and results may 
take many forms, but they are aimed 
it specifying the results to be expected, 
the 'evel of performance to be main- 


Organisation 
Management is specialised; the 
tegrees and kinds of spec‘alisation are 
ted by the complex of relations in 
atypical organisation chart, There are 
many kinds of ability and many subject 
Matters involved in management, and it 
ito be expected that in any company 
tove the very smallest in size, the 
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management task must. be . divided 
among various persons. The span of 
control of a given manager, and his 
position in the chain of command, are 
merely dimensions to indicate the 
nature of his responsibility. The degree 
of leadership and the scope of his juris- 
diction are the result of complex per- 
sonal relationships that are built up 
over a period of time. Authority and 
responsibility patterns must be estab- 
lished, understood, and maintained. 
There must be certain means and chan- 
nels of communication, and some way 
of bringing differences of opinion or 
divergences of method to proper points 
for decision. In addition, there must be 
some means of evaluating the perfor- 
mance of people at all levels of organisa- 
tion, so that the continuing needs for 
broader and better managers may be 
met by promotion from within, as well 
as by recruitment from outside sources. 


Administration 

Plans that have been formulated, 
integrated with management responsi- 
bility, and communicated through the 
channels of organisation are not the 
end of management. Indeed this is in 
most. cases merely the first step in 
management; what is sought is the 
accomplishment or the execution of the 
plan. Someone has to see that the pro- 
grammes are actually carried out, or if 
they are not, to ascertain why, and to 
apply whatever corrective may be 
necessary. 

There is a phase of administration 
which concerns itself with procedures 
of such kinds that the operations are as 
much standardised and stereotyped as 
possible. This has its advantage in the 
utilisation of skills and training in the 
most effective ways, and in enabling 
management to operate in the “prin- 
ciple of exceptions”—i.e., to establish 
activities in such a way that the normal 
operations require no attention, but 
that any divergence from the pattern is 
called to the attention of the person 
most directly concerned. 

The use of the exception principle 
applied to stereotyped procedures mini- 
mises the need for supervision in the 
sense of overseeing the work; but it 
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emphasises the need for check on the 
activities, and constant communication 
of conditions to some person or point 
where the exceptions are noted. The 
comparison of operating standards with 
actual performance is a continuing and 
essential process—it is often the only 
way by which management can be sure 
that plans are being carried out—or if 
not, where and why they are not. The 
administrative dimension of manage- 
ment supplements planning and organ- 
isation dimensions to produce a full- 
bodied and realistic whole, capable of 
handling with reasonable effectiveness 
the complex problems that arise in even 
moderate sized businesses. 


Devices to Facilitate Management 

There is scarcely any area of human 
knowledge and ability that has not been 
employed to aid managers in carrying 
out their responsibilities. As we shall 
see, accounting can play a vital part in 
the process, but it is worth while to 
review some of the other techniques and 
approaches, to gain perspective on the 
accountant’s basic task. 

Management literature of the past 
five decades at least has shown the in- 
creasing emphasis upon engineering 
analysis and patterns in management. 
In part this has come from technologi- 
cal advance, this in turn spurred by 
economic and political pressures. War 
and the demand for output, rising prices 
and scarcity of materials, higher living 
standards and the substitution of 
machines for hands so as to increase 
production and lower unit-costs are a 
large part of the story of progress. But 
more specifically, engineering analysis 
has developed methods-study and time- 
standards, work-measurements and 
similar approaches to the problem of 
using human hands and brains together 
with machines to achieve greater and 
better output. 

Psychology and human-relations have 
provided aids to management, through 
measuring and defining aptitudes and 
abilities, establishing factors that con- 
tribute to group co-operation and group- 
relationships, using these data to work 
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out patterns for job-analysis, merit 
rating schemes, personnel eval 

and industrial relations problems, Aga 
result of the interaction of en 

and psychological techniques to th 
economics of management, there haye 
appeared a wide variety of tools, devices, 
or “gimmicks” to assist in the manage. 
ment problem. Incentive plans and bonys 
systems; suggestion-plans; share 
ownership; retirement, seniority, and 
other “fringe-benefits” have been de 
veloped as much to facilitate manage. 
ment as to pacify employees. 


In recent years there have been 
successful attempts to deal with some 
managerial problems statistically. The 
techniques of market analysis, and the 
control of quality in manufacture are 
two areas that could not be handled 
effectively without the use of sampling 
techniques. Properly applied, statistics 
can be of real use in dealing with the 
problems of management. 


All these approaches and devices (and 
others as well) have served to make 
management more effective, and the 
operations of business more efficient. 
The usefulness and desirability of such 
techniques have been demonstrated and 
management would be less effective 
without them. But accounting is the one 
facilitating device for management 
which supplements all of the others. The 
test of every business activity is found 
in the financial measurement of it; in 
any pecuniary society, accounting pr 
vides the means of measuring the effec- 
tiveness of operations, since every 
action, plan, or activity is inevitably 
stated in money terms, The ultimate 
test being the financial one, accounting 
does offer a check on every activity of 
the firm. 


But this ultimate check is not the 
only way in which accounting supple 
ments other managerial devices. At 
counting is the only such device that 
covers all the activities in a compaly 
so far as that can be done. Also, itis 
the only completely continuous manage 
ment device, set up to cover in a 
and regular fashion all of the data with 
which management is con 
Though it is true that much daily 


The Australian Accountant, November, 1955 





eo RES 


geee gee? 


abe. B 
aoe ee 


Fag Taeeee 


of 


peee*é 


Tra Pe TY es & a | 


San enece eee 


lt ee ee ee ee ee) ee ee ee ee 


OO ee a Ee | re 


MCOUNTING FOR MANAGEMENT — Continued 


operating information is not released 
jn that form, the process of recording 
that is peculiar to accounting does 
geumulate such information on a con- 
timmous basis. In addition, the use of 
money Measures in accounting makes 

le a comparison of diverse items 
) establish, for example, whether a 
gving in labour time is more or less 
than the waste of material which may 
weompany the saving in time. Many 
management problems have to do with 
diciency in an overall sense, balancing 
geater costs in one area with still 
geater savings in another. It is thus 
important to have some means of 
making such comparative measure- 


On the other hand, accounting needs 
to be tied in with other management 
devices and with managerial procedures. 
Cost standards need to be related to 
mgineering motion studies; budget 
variances may be better understood by 
means of work measurement tech- 
tiques; sales trends and fluctuations 
may be interpreted through market re- 
arch statistics. All management de- 
viees are interrelated—the proper use 
ofany one may involve the use of others 
achieve the best effect. But, because 
ofits general adaptability, its complete- 
ns and its day to day continuity, 
seounting can and should be the cen- 
tal structure for management infor- 
mation and control. It can provide a 
weful and effective aid to the planning, 
ganisation and administration activi- 
ties of management. The following 
pages may serve to indicate to what 

, and how this may be accom- 


Budgets 
The accountant’s connection with 
ry control seems an obvious 
me. But in this area the things that 
ae done sometimes fall far short of 
what ought to be done. Budgets are 
often established in the accounting de- 
partment by attempting to extrapolate 
lst year’s actual results. To take last 
year’s figures and raise or lower them 
tbit to express the present outlook may 
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be a way of guessing at the future, but 
it does not contribute much to planning. 


What is needed is an analysis of the 
factors operating within and upon the 
firm, to be able to work out the most 
effective adjustment, the most desirable 
kinds of effort, the most productive 
methods and approaches. In this, the 
accountant cannot work alone. Not 
only does he lack the direct contact 
with actual operations that is needed 
to deal with operating problems, but he 
is put in an awkward position when he 
prepares the budget. To be effective a 
budget must be “made” by operating 
men; the decisions that make up the 
budget estimates must be operating 
executive’s decisions. The accountant 
may and should provide data and assis- 
tance; he may “spark-plug” the pro- 
cess by requesting certain actions at 
proper times as agreed upon with 
operating managers. He should assimi- 
late and summarise operating depart- 
ment plans, transmit necessary infor- 
mation to effect co-ordination. The 
accountant may raise questions as to 
the reliability or adequacy of computa- 
tions, checking forecasts for reason- 
ableness and comparing plans with cur- 
rent achievements and conditions to 
ensure a realistic approach to the bud- 
get. However, budgetary control must 
operate through the organisation and 
there must be participation at lower 
levels as well as at the top; the accoun- 
tant should strive to make the budget 
a means of meeting problems, not just 
a way of guessing the future. 


But the real test of a budget is not 
found in its preparation or in its agree- 
ment with subsequent actual perfor- 
mance. What is needed is careful 
analysis of variations from budget, to 
establish reasons for differences. As 
in the scientific laboratory, it is often 
the unsuccessful experiment that leads 
to discoveries. Sales analysis, for 
example, can provide more knowledge 
of what factors operate in the market 
for the product. The variations in sales 
when analysed by customers, territories, 
lines of product, and so forth should be 
studied. Market research need not be 
left entirely to consulting statisticians 
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ACCOUNTING FOR MANAGEMENT — Continued 


out in the field; much information about 
sales can be had from the company’s 
own records. Other useful data may be 
had by following up the questions that 
arise from sales analysis. 


On the cost side, analysis and inter- 
pretation of data is important. We can 
forecast’ costs intelligently only when 
we know how they behave, and why. 
The division of operating charges into 
variable and fixed elements is a step in 
the right direction. We have long ago 
learned that budgets need to be set to 
meet unexpected changes in volume. A 
budget established to cover a range of 
activity-levels, worked up from cost 
eomponents whose relation to volume of 
business is reasonably clear, is a vast 
improvement over a fixed, single-level 
budget. 


But the problem of cost-variability 
may be approached in different ways. 
One of these is to make the classification 
by rule of thumb or by the application 
of rough observation and judgment. If 
all that is required is a rough classifica- 
tion, this approach may serve. But it 
may be improved by using scatter-trend 
diagrams, plotting the actually experi- 
enced costs at different levels of volume 
to gain a more objective and a more 
precise result, Such a chart makes it 
fairly easy to see what the pattern of 
behaviour is, and an “average-expec- 
tancy” line may be drawn free-hand or 
by mathematical means to get a close 
fit of experience data to the indicated 
cost-behaviour pattern. 


Such an approach seems scientific, 
and it does have merit; but it a'so has 
pitfalls. To p'ot actual experience data 
tends to freeze the level of efficiency; 
it assumes constant prices and methods ; 
in fact, it assumes that the past pattern, 
whatever it is, is the desired and satis- 
factory one,, Thus) it, cannot do much to 
measure, the efficiency of, labour, the 
quality or availability of materials, the 
scheduling, loading, and .arrangement 
of work or:any of the other factors 
which can: make costs different from 
what we would like:them to ‘be. 
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What we need to’ know is not 
which costs vary, but what fac 
responsible for the variation. Inj 
words, we need to isolate the effects y 
price changes, differences of 
and other causes that can be identi 
so that the variations from budget wij 
be associated with specific causes. Bud 
get differences from mixed causes ap 
confusing; it is necessary to know a 
clearly as possible just what caused the 
difference.. Volume is only one of th 
factors that should be allowed for fp 
budget preparation, This really means 
that the variables used to measur 
“volume” on cost-behaviour charts must 
be input functions, not output amounts 
Costs really vary (for contro] purposes) 
with direct man hours, pounds of mater. 
ial handled, speed, feed or set up of 
machines, the length of the run, the 
time of day, etc. There is really much 
room for research in this area, ani 
much of it must be done within business 
firms by accountants or statisticians 
who work with management. This last 
is essential because no statistical o 
accounting method can set up critera 
or make judgments. Statistical ei 
dence can support or refute a hypo 
thesis; but the framing of that hyp 
thesis and the inferences to be draw 
from the data are judgment matters, in 
which both the analyst and the manager 
must understand each other, 


An illustration may make the point 
clearer. Parts to be assembled int 
machines were painted before transfer 
to the assembly department. Paint was 
classified as a supply item and a variable 
cost for budget purposes. In a give 
period the actual paint cost was almost 
precisely the same as the budget allow 
ance. However, there was an u 
balance as compared with 5 
cost absorption. The und 
amount was traced, and it was foundto 
aris: from paint used in excess of sta 
dard. The budget had been based 
mere volume in weight of parts, 


the standard cost had been figured @ 


surface area} The budget did not’ 
trol the ‘paint cost because “volume” 


owas not the variable which determine 


the proper cost allowance. The exces 
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COUNTING FOR MANAGEMENT — Continued 


geof material was found only because 
thestandard cost happened to be figured 

. Unless the proper factors are 
wed in budgeting the variances do not 
reflect what they should. The problem 
jg not whether costs are variable or 
fixed, but how much they vary, and with 
what. 

In order to understand more clearly 
the reasons for cost behaviour we need 
io analyse costs in terms of their 
gurees. This means that costs must be 
recorded in such ways as will identify 
ausal factors and points of control. 
Natural” or descriptive account classi- 
feations such as indirect labour, direct 
naterials, power, must be subordinated 
to functional or activity classifications. 
(ests must be recorded in terms of 
jurisdiction ; they must be traced to the 
decisions that give rise to them. If we 
we to learn anything about why and 
how costs are incurred, if we are to be 
ible to control costs (i.e. predict proper 
levels and identify reasons for vari- 
mees), they must be recorded in terms 
of the organisation structure. 

There is no point in trying to “‘con- 
tol” the net income, or the unit cost of 
aproduct. You can’t move a wagon by 
working on the ruts made by its wheels. 
Costs must be controlled at their origin, 
by the use of activity classifications to 
charge cost on the basis of control- 
ia or at the point of decision mak- 


This means that price fluctuations 
wight to be removed from operating 
wst data, because the department or 
section supervisor cannot control them. 
Italso means that some costs will not 
be assigned to departments at all, if 

is no possibility of control at that 
pint. For instance, pro-rated charges 

building maintenance or general 
Werhead simply do not belong in de- 
Martmental units. Rather they should be 
kft recorded as costs of building main- 
fnance, not pro-rated to other units. 
Unit costs may be computed as desired, 

pro-ration of costs may confuse 
tther than help budget analysis. 
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Special Studies from Accounting Data 
In addition to the formalised p j 
and administration embodied in bud- 
getary control, accountants should 
furnish data for policy and other deci- 
sions. Sometimes the very tabulation 
of such data may raise questions of 
policy that ought to be settled. For 
example, an electrical manufacturer’s 
main office handled many parts orders 
of low sales value: fifty cents to two 
dollars each. The accountancy depart- 
ment showed that the typical order 
cost about seventy-five cents merely to 
handle necessary paper work, while the 
margin was not over sixty cents. Al- 
though it was necessary to supply parts, 
a better solution was found in referring 
such orders to local dealers or branches. 
Not only were the dealers and branches 
better able to handle these orders, but 
they were able to turn many of them 
into repair business, and some into new 
equipment orders. The tracing of costs 
raised a question which resulted in a 

better handling of the entire problem. 


Many opportunities exist for account- 
ing data to be used in this way. There 
are always questions being raised about 
the special price quotation, whether a 
given part should be made within the 
plant or purchased elsewhere, whether 
a product should be sold at one stage 
of manufacture or processed further, 
what number of units is an economical 
quantity to purchase, what machine is 
best to use for a given operation—in- 
deed the number of such questions is 
very large. The important thing to 
notice is that it is almost impossible to 
summarise data in proper form to meet 
all these issues. The relevant data are 
seldom required often enough to justify 
such a pattern of recording, even if it 
were possible. The real problem is, 
however, that different problems require 
different tabulations. It is essential to 
select relevant data because the issue 
may be confused otherwise. A few illus- 
trations should show this. 

Take the case of a rock-bottom quota- 
tion on a special order. How low can a 
price be set without really being worse 
off with the business than without it? 
To use some figures, suppose the regular 
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selling price of an item is £6 per unit. 
Unit costs of this item are:—_ 

Factory cost, variable .. .. .. .. 
Factory cost, fixed .. 
Selling cost, variable . 
Administration cost, fixed 


Total . 


» & 
Doon 
oooo 


scl 
a 
[v\) 
So 


Obviously, the company doesn’t “make 
money” on this item—or does it? Con- 
sider what would happen if additional 
business were offered at £5 per unit; 
should it be rejected? 

The answer is not categorical, and 
it is not necessarily obvious. The vari- 
able factory cost is probably relevant for 
this decision, but fixed factory cost is 
not; administration costs are not rele- 
vant either. If fixed costs will be no 
greater with this order than without it 
there is no point in the inclusion of 
fixed costs for this purpose. Whether 
selling costs should be included depends 
upon whether they will actually be in- 
creased by accepting the order. They 
might be variable under normal circum- 
stances but still remain unaffected by 
certain kinds of additional business. The 
normal or conventional unit cost does 
not fit the problem; it must be con- 
sidered and adjusted to exclude irrele- 
vant figures. 


The reader may object that the new 
business would not be paying its way, 
unless it absorbed its share of fixed 
costs. The answer is that there is no 
such “share” except on an average 
which assumes a certain importance for 
each unit of business. More realistically, 
the relation of selling price, cost, and 
volume would be approached by measur- 
ing the “contribution” (the excess ad- 
ditional revenue over the additional 
cost) on various orders or lines of pro- 
duct. Fixed costs are absorbed only in 
the sense that the “contribution” of 
the given volume tends to offset part of 
the fixed costs; if the “contributions” 
are large enough in the aggregate to be 
more than the total fixed cost, there is 
a profit. 

This is not an argument for mar- 
ginal costing, because we are not merely 
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separating fixed and variable cost; 
question is whether the additional 
ness will affect costs, and by how much, 
Further, there is no implication tha 
an analysis of this kind would result jp 
prices that are too low to produce, 
reasonable return on investment. Priggs 
ought to be set with a full view of the 
demand conditions; that is, the. pur. 
chaser has a part to play in the deter. 
mination of price, and he should not be 
asked to pay less simply because costs 
are low. Cost sets a floor to selling 
price; normally the ceiling may be ag far 
enere cost as intelligent purchasers yil 
allow. 


On the question of whether a given 
part should be manufactured or pur. 
chased from an outside source, thereis 
a similar but not identical] situation, A 
part now being made costs 7/- for direct 
labour, 8/- for materials, 4/- for vari- 
able and 3/- for fixed indirect cost, 
a total of 22/-. An outside supplier 
offers to make this part for 20/- each, 
Should it be purchased? 


The answer depends on what costs 
can be saved by not making the item 
Since the fixed cost will still be the same 
in total, it is not relevant. The variable 
indirect cost may or may not fall with 
the suspension of this item; sometimes 
“variable” costs do not fall proportion- 
ately as activity decreases. But even 
if variable cost can be reduced along 
with the direct costs, it will not pay to 
purchase the part because the maximum 
saving is only 18/- and the quotation 
is 20/-. The part should be made, not 
purchased. 


The way in which costs are allocated 
often has nothing to do with a decision 
to be made. This can be seen in the 
following case. A company makes two 
joint products, A and B. They arise 
a process involving common costs | 
£36,000 per year, to produce 10,000 units 
of each product, A sells for £3 a unit; 
B sells for 30/- a unit. Thus the aggre 
gate margin is £9,000 per year. ( 
sales £45,000, less £36,000 costs). 


The proposal is to put B through 
another process costing an ad 
£16,000, but increasing its sales 
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FOR MANAGEMENT — Continued 
by £17,000. Obviously the answer is 
ra it should be done—the increase in 
revenue is £1,000 more than the added 
mst. However, see what happens if we 
dlocate the joint cost. 


oer 


Using the weight basis of apportion- 
ment, the cost of B is half the total, or 
. This, added to the £16,000 
siditional processing cost, gives a total 
gf £34,000; ie. £2,000 more than the 
revenue from the extended 
s! However, if we divide the joint 
wst on the basis of sales value, the 
mmon cost assigned to B is £12,000, 
which added to £16,000 additional pro- 
tessing cost gives £28,000, and indicates 
aprofit of £4,000 from the venture. 
(ertainly the desirability of such a 
proposal does not depend on the method 
of cost allocation. 


To illustrate further the way in 
thich data must be fitted to their uses, 
wnsider the following with respect to 
two machines: 


donual Capacity Machine A Machine B 


(units) 80,000 100,000 


Costs 

Direct Labour .. .. £6,400 £7,000 
Direct Materials .. 8,000 9,000 
Variable, Indirect .. 4,000 6,000 
Fixed, Indirect* 2,400 3,000 


Totals £20,800 £25,000 
Average Unit Cost 5.2 shillings 6 shillings 


‘Includes depreciation at 10% per year. 
(ost of Machine A, £10,000; of Machine B, 


Assume, first, that. we have, no such 
quipment in service, and that we have 
m otherwise free choice, between these 
Wo items of equipment,,, Then. it. ap- 
wars that B is more efficient. But, if 
have need for only 80,000 units of 
niput per year, the costs of B might 
bok. like. this: 

t Materials (!...-. . -rsatoesp .« 
i ble, Indivect .. ......... 4; 
- SPP Rae ee 


Total £20,900 
wiosl g 
“Average 5.225 shillings 


lote that: variable ‘costs “are not’ pro- 
Mtionately variable. ‘This is' often true 
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i. 425,700 

7,400 
4,800 
3,000 


when temporary variations in volume 
occur and it may be the case with longer- 
term reductions. If the data just given 
are correct, and the full output of B can- 
not be used, then B is not a desirable 
purchase under these conditions. Of 
course, there should also be considered 
the difference in investment between the 
two proposals, but this would merely 
emphasise the already indicated answer. 


But there are still other ways. these 
data might have to be marshalled under 
other conditions. Suppose that we have 
installed five of the type A, machines, 
have used them for six years and that 
they have no trade-in value. The ques- 
tion is, should five A’s be retired.and 
replaced by four B’s? If the.cost com- 
parison is established, it may look like 
this: 

Five A’s 
. .. £33,000 
40,000 
21,000 
12,000 


£106,000 


Four B’s 

£28,000 
36,000 
24,000 
12,000 


£100,000 


Direct Labour 

Direct Materials 
Variable, Indirect 
Fixed, Indirect .. 


Totals 


The data for the A machines has been 
set to show the effect of increased in- 
efficiency due to age; the materials and 
variable indirect costs are higher than 
in the original schedule. It may ap- 
pear that now the B type machine looks 
more efficient in the comparison. 


However, there is depreciation down 
in the A machine cost; this, deprecia- 
tion is irrelevant and should be ignored. 
The question is whether these machines 
should be continued in service, and no 
additional depreciation is involved in 
such continuance, We ought not to bias 
our decision by including as a cost the 
cost amortisation in the old equipment, 
because we are trying to establish 
whether it ought already to have been 
fully amortised. Also the existing un- 
depreciated book value is irrelevant. 
Whether we write it off as obsolescence 
or as depreciation really does not mat- 
tér; if the machines are inefficient the 
past’ depreciation’ should’ have’ been 
higher. The future ought not ‘to be 
burdened with past costs unless there 
is a benefit to be derived, and that is 
what we are trying to establish. 
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Deducting the depreciation on the A 
machines we arrive at an annual cost 
of £101,000; adding interest on the 
additional investment (6% on £56,000) 
to the annual cost of B machines turns 
the tables, and the B equipment does 
not appear advantageous. 


A better and more complete ap- 
proach would be to ignore depreciation 
on both the old and the new equipment. 
Depreciation on the A machines is ir- 
relevant for the reasons already given, 
but the depreciation on B machines 
might be excluded to see how the invest- 
ment in those machines would be re- 
covered by savings. The tabulation 
ought also to recognise the tax effect, 
for savings are not ours alone—the in- 
crease in income (decrease in cost) 
will have to be shared. The tabulation 
then is: 
Four B’s 
£94,400 

3,360 


£97,760 


£3,240 
810 


£2,430 


Five A’s 
Costs, less depreciation .. £101,000 


Interest at 6% .. .. .. 
Totals 





£101,000 





Advantage 


Apply tax factor, 25% ¥ 


Net saving per year 


£2,430 per year is the amount of sav- 
ing available for investment recovery, 
which indicates that twenty-three years 
would be required to recover the capi- 
tal cost. The answer is clear. 


It should be especially noted that the 
data must be fitted to the circumstances 
and the decision to be made. The world 
is full of irrelevant facts, which must 
be watched and handled properly, lest 
they lead us into wrong answers. 


Procedures and Controls 


Accounting procedures are, osten- 
sibly, the means of accumulating 
financial data so that reports are com- 
plete, and accurate in the sense that 
essential information will not be over- 
looked. An extension of this into the 
area of internal check is the means of 
preventing or detecting fraud. Es- 
pecially important to the public ac- 
countant, because its proper function- 
ing reduces the need for detailed veri- 
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fication in an audit, the system. of.ja. 
ternal check is a protection against m. 
authorised as well as unrecorded tray. 
actions. This, however, is stil] jm 
narrow a view of the uses of aceount 
ing procedure. Properly arranged anj 
designed, the flow of paper work may 

romote efficiency and facilitate operat. 
ing activities, because the design 
flow of forms and the inter-relati 
between paper work and actual 
ling of goods, equipment, etc., may 
a great deal more than insure against 
errors, fraud and waste. 


A better conception of the task of 
accounting system and procedure js 
that it is a means of policing the pp 
gramme and policies of the firm, a 
method of obtaining automatic checks 
standardisation and simplification of 
tasks; thus, properly designed account 
ing and paper-work makes possible the 
use of less skilled personnel for routine 
tasks, making higher grade workers 
available for tasks to utilise their skills 
to better advantage. There is as mud 
to be gained from work-simplificatio 
in office operations as in the factory. 
Furthermore, the difficulties caused by 
faulty office procedures can be disrupt 
ing to employee morale, to customer 
and public relations. The error ina 
cheque or the misdirected shipment 
can cause much more trouble than the 
financial amounts would indicate. 


The accountant’s job includes th 
streamlining of procedures, not only to 
eliminate the charge (often nolo cor 
tendere) of “red tape,” but also to make 
certain that the entire operation rum 
smoothly. Merely being concerned 
about completeness of accounting re 
cords or the prevention of fraud is not 
enough. 

There is even a further obligation 2 
that the establishment of control 
cedures does not insure their f t 
ing. It is necessary to make certail 
that the system really operas An 
illustration may be helpful here. A 
coal-producing coinpany was e 
in certain expansion, which caused t 
management to decide against replacing 
mine-cars at one location. When tf 
er and maintenance costs ran ove 

udget allowances the local manage 
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MOOUNTING FOR MANAGEMENT — Continued 
ry 

aplained that the lack of replacements 
yecessitated repairs. When internal 
méitor made the annual inventory of 
t at that location, there were 
more mine-cars than the accounts 
allied for—-the manager as- 
led his own mine-cars! Note the 
e¢ that this company takes physical 
inventory of equipment once each year ; 
they have found the pronase worth 
other occasions. 
Statistics are usually viewed as an 
ativity quite unrelated to accounting 
indeed, most accountants consider 
datistical methods abstruse and com- 
plex, Actually they are not; often the 
we of statistical techniques can supple- 
ment and reinforce accounting pro- 
cedures. Certainly the analysis of cost 
input relations (referred to earlier) is 
a statistical process. Statistical pro- 
edures can often yield results difficult 
obtain in other ways. Sampling 
can reduce costs. An example 
is the Je artes of one company in the 
adit of disbursements. The usual 
matching of documents, careful verifi- 
ation of extensions and footings, and 
ithe rest of the typical vouching pro- 
tedure struck one American controller 
# a costly process. A statistical study 
oferrors revealed by pre-audit methods 
tended to show that the cost of check- 
ing was greater than the errors found 
inthe invoices of companies with whom 
business had been done over several 
years or more. The action taken was to 
fay all invoices submitted by these 
“preferred” companies on sight, with- 
mt question. Other invoices from 
newer or lesser known companies were 
checked as before. Samples of the pre- 
l company invoices are used to 
@tablish the continuing reliability of 
these vendors, with corresponding sav- 
mgs in clerical costs. This procedure 
snot as risky as it might seem. Ven- 
dots are likely to be as careful in their 
processes as purchasers are pru- 
dent in making pavments. No estab- 
company wilfully takes chances 
® upsetting relations with good cus- 
And anyway, the test checking 
ofa reasonably small percentage of 
Invoices really is ample safeguard 
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in view of the experience of this com- 


pany. 

One other aspect of control deserves 
mention here because it has received 
much attention by American companies 
in recent years. This is the control of 
investment, by way of review of ex- 
penditures, capital budgeting, and what 
is coming to be called “financial analy- 
sis.” One function that an accountant 
can perform for management is to re- 
view and study financial plans, in- 
flationary effects, and the consequences 
of certain policies in the light of their 
investment and income-tax significance. 
Many American controllers have been 
of invaluable help to their manage- 
ments by reporting on such tendencies 
and patterns. The independent observa- 
tions and constructive comments of the 
accountant may be of real help to 
management partly because the accoun- 
tant’s position gives him a_ better 
chance to evaluate such conditions ob- 
jectively, and partly because he can 
deal with such technical issues as in- 
come tax effects and the ways in which 
transactions may be planned to control 
the impact of taxation within feasible 
and ethical limits. The contribution of 
accounting to management in this area 
may be of considerable financial im- 
portance, 


Reports 

No discussion of accounting for 
management could be adequate without 
some mention of the nature and content 
of accounting reports. External re- 
ports—to the public, to government 
agencies, and to creditors—are public- 
relations documents and they should be 
set up to convey information clearly, 
concisely and adequately. But reports 
for management are the means of com- 
munication between the accountant and 
those he ought to be most anxious to 
serve. Thus, the following comments 
stress essential elements in the relation- 
ship between accounting and manage- 
ment. 

The usual report prepared for mana- 
gerial consumption is a tightly packed 
collection of figures—neat rows and 
columns of them; figures, all the 
figures, nothing but figures! The im- 
pression conveyed is that of an adding 
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machine tape—the report seems cold, 
uncommunicative, critical, uninterest- 
ing and dead. A few simple ideas can 
be used to make reports more effective. 


There is no such thing as a general 
purpose report to management. Every 
report should have a specific aim, which 
ought to be made obvious. One of the 
important ingredients in an effective 
report is white space! Data should be 
tabulated in as few lines and columns 
as possible to get the major idea across. 
Details should be set up to support the 
main idea, but the report ought to make 
clear just what is being said without 
obliging the reader to pore over long 
and wide arrays of data. The report 
should use rounded figures; a budget 
difference of £750 is important; one of 
£750/16/44 is irritating. 

Reports ought to be related to some 
plans or standards, There is no basis 
for interpretation of figures unless it 
is supplied. The best possible approach 
is to tie in the reported data with some 
previously agreed-upon measure or 
bogey. And the report ought to require 
or suggest the need for decision or 
action. It is possible to draw up re- 
ports that make clear what issues are 
present without deciding them; it is 
possible to get decisions without mak- 
ing them. An accountant can do much 
to aid management with tactful yet 
forceful presentations. 


Reports must be prompt, even if 
some precision must be sacrificed to 
get promptness. A business cannot be 
run on ancient history, and accounting 
need not be classified as such. Esti- 
mates are not without value, even when 
accountants make them. Anyway, it 
must always be borne in mind that 
management decisions must often be 
based on data which by their very 
nature cannot be precise. Every for- 
ward-looking decision depends to some 
extent on future conditions. These can- 
not be stated precisely. To the extent 
that past data indicate future expec- 
tancies, historical figures may be use- 
ful for decision-making. Precision, 
however, is not so important as rele- 
vance and currentness when figures are 


472 


used for ent decisions... 
cisely correct data are often una 
able; such precision as may be gaingj 
may not really make the data more gui 
able for the purpose at hand—it may 
even be useless, or misleading. int 


Whatever the case may be for o 
against the recognition of price lev 
changes in the other phases of account 
ing, the pattern is clear so far 
management data are concerned. His 
torical data are useful either 
evaluate performance that has occurred 
or to deal with problems that involve 
prices. Since the controllability of price 
changes is usually outside the jurisdic 
tion of an operating foreman, there 
should be no price fluctuations in dats 
that measure his operations. The price 
effect in operating data must be seps- 
rately measured—not ignored, but 
evaluated as a separate item. 


The same is true of data for decision. 
making; price effects must be separated 
so they can be dealt with properly. To 
state costs without segregating price 
effects leaves management in the dark 
as to what price changes have occurred, 
and of what importance they are. 

This issue may be summed up in the 
statement that reports ought to takea 
forward-looking view. The purpose of 
reports is to improve future operations, 
not to mourn over the past. Therefore 
anything the accountant can do 
maintain a projective attitude, to help 
management evaluate causes, appraise 
efforts, measure risks, and anticipate 
future conditions, ought to be done. This 
is an emphasis that takes analysis and 
study to maintain; it is much easie 
and perhaps less trouble merely to re 
port summary data without co 
or interpretation. But to analyse 
study is not guessing; to interpret data 
does not require any lessening of o> 
jectivity or logical emphasis. The a 
countant can make his reports stimulat 
ing, useful, and helpful by carrying 
analysis, projection, and. the. isolation 
of factors as far as he can without lo 
ing sight of his. objective—to make his 
figures useful to management. 

Last, perhaps most important, a 
counting reports contain too much “ae 
countants’ talk”—jargon. We should 
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ACCOUNTING FOR MANAGEMENT — Continued 


use terms carefully chosen to say what 
we mean, but we should remember that 
the effect on the reader is the test of 
reporting. The readers of ac- 
counting reports are not accountants; 
their personal attitudes and interests 
are not necessarily the same as ours, 
We should strive to meet the psycholo- 
issues involved in reporting by 
using crisp, clear, and direct language. 
“Reserves” should mean something 
put aside or saved against future needs. 
“Losses” should not be used to describe 
the shrinkage from nominal sales 
amounts expected to occur in the collec- 
tion process; the saving in purchase 
cst which arises from taking purchase 
discounts is not a “gain.” If sales 
shrinkages were losses they ought to be 
avoided, and any credit manager will 
tell you that the attempt to avoid 
credit “losses” completely will result in 
greatly reduced sales volume. If pur- 
chase discounts really were “gains,” 
the way to riches would be to buy 
everything offered, and pay for it 
promptly. “Overhead” is rarely clear 
to a non-accountant—it suggests some- 
thing may be “underfoot”; and if it is 
under some circumstances a “burden” 
isit really necessary that we “earn” it? 
Words serve only to convey ideas; if 


the words are poorly chosen, the ideas 
can hardly be clear. People who are 
not accountants may be confused and 
annoyed at inept and misleading terms. 
We need to use words that get ideas 
across to the readers of reports; it is 
better to be clear than to be conven- 
tional. 

Accounting is not a mere specialised 
method of tabulating business trans- 


- actions in terms of debits and credits. 


Nor is it only a procedure for totting 
up the summary results of business 
operations over a period so that the 
assets, equities and income may be 
stated in conventional terms. The pro- 
cesses of accounting are closely inte- 
grated with the activities and functions 
of management, and accounting data 
are fundamentally useful in furthering 
the management process. 

Despite the wide-spread emphasis on 
the financial reporting aspects of ac- 
counting—in professional activities, in 
the literature, and in the teaching mate- 
rials of the subject—the real and wide- 
spread functions of accounting are 
closely integrated with management 
problems. If accountants wish, there is 
no reason why they cannot make their 
abilities and their methods work for 
and with management, to meet and 
solve the continuing challenges of the 
business world. 
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Official Report 


The Australasian Institute of Cost Accountants 


Proposal for Affiliation 
with Australian Society of Accountants 


HE Extraordinary General Meeting 

of members called to consider this 
proposal was held in Melbourne at 8 
p.m. on Wednesday, 26 October, 1955. 
In accordance with the Articles of As- 
sociation of the Institute, proxies had 
to be deposited at the office of the In- 
stitute in Melbourne not later than 8 
p.m. on 25 October, 1955. 


From a membership of more than 
1,900, only 861 members lodged proxies 
for the purpose of voting on this most 
important decision in the history of the 
Institute. 


General Council carefully considered 
and decided upon the material to be 
laced in the hands of members in re- 
ation to this proposal and instructed 
Divisions in relation to the written 
matter to go to members when calling 
the discussion meeting in each Divi- 
sion, and further agreed that this 
would be the only official material de- 
spatched on the proposal and, from 
this material, it would be left to mem- 
bers to make the decision. 


On 10 October, members of a Division 
of the Institute received an additional 
circular letter purporting to be on be- 
half of a Divisional Council. Then, 
on 20 October, those same members re- 
ceived a further circular from the 
Divisional Council asking them to dis- 
regard the circular which they received 
on 10 October. 


As a result of this action, almost 
sixty per cent. of those members re 
corded a vote—by far the highest pro 
portion of votes received from any 
Division and more than one-third of 
the total votes cast. 


Immediately prior to the Extraordin- 
ary General Meeting, the Executive 
Committee of General Council met, 
considered the position and, in view 
of the small number of proxies re 
turned and also the fact that more than 
one-third of these came from the mem- 
bers who had received the above-men- 
tioned circulars, decided that it would 
not be in the best interests of the Insti- 
tute to consider such a vote as repre 
senting the wishes of members of the 
Institute. 


A General Council Meeting is being 
called for November 25 and 26 and, 
on the recommendation of Executive 
Committee, the Extraordinary General 
Meeting was adjourned sine die, and 
following the General Council Meet 
ing, this matter will again be placed 
before members and those members 
who did not record a vote will be speci 
ally requested to do so. 


The delay in reaching a decision is 
regretted but, under the circumstances, 
it was considered by the Extraordit- 
ary General Meeting that such delay 
— in the best interests of the Inst- 
ute. 
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By Louis Goldberg 


The American 


The American Accounting Association 


S THE only Australian member pre- 
sent, I shall always consider my 
attendance at the annual convention of 
the American Accounting Association 
in Philadelphia, on the days of August 
$0 and 31 and September 1, 1955, as one 
of the privileged experiences of my stay 
in the United States. 

The Association was founded in 1916, 
with a membership of twelve, as the 
American Association of University 
Instructors in Accounting, its objects, 
as set out in a Constitution appearing 
in the first issue of its journal, The 
Accounting Review, of March, 1926, 
being as follow: 

(a) To further the advancement of education 
in accounting, particularly the develop- 
ment and refinement of the theory of ac- 
counting, content of accounting courses, 
and methods of instruction. 

(b) To encourage practical research in ac- 
counting, especially theory and methods, 
the interpretation of aceounting data, and 
the use of accounting statistics in re- 
lated fields. 

(e) To develop media for the discussion of 
accounting subjects. 

(@) To promote more intimate and cordial 
relations among instructors and others 
who are interested in the development of 
accounting. 

In December, 1935, the name was 

to the American Accounting 

Association, the membership was 

opened to all accountants, and the ob- 

jectives were widened: 

1, To encourage and sponsor research in ac- 

counting and to publish or aid in the publi- 

__ ‘ation of the results of research. 


Louis Goldberg, B.A., M.Com., F.A.S.A., 
ts Senior Lecturer in Accountancy in the 
University of Melbourne, at present on 
werseas leave. 
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Convention of 
Accounting Association 


2. To develop accounting principles and stan- 
dards, and to seek their endorsement or 
adoption by business enterprises, public 
and private accountants, and governmental 

es. 


. To promote studies of accounting as an 
agency of control of busimess enterprise 
and economic affairs in general. 

. To improve methods of instruction and to 
demonstrate the social benefits of a more 
widespread knowledge of accounting. 
While there is still a strong academic 

heart in this body, its membership of 

over 6,000 at 31 August, 1955, includes 
many accountants in commerce, in- 
dustry and public practice, who are 
aware of the importance of collaborat- 
ing with the university teachers in this 
field of endeavour for the benefit of 
accounting in general. The Association 
plays a prominent part in the con- 
sideration of the multifarious problems 
facing accountants in the U.S.A., and 

The Accounting Review is one of the 

leading journals in the world of ac- 

countancy. 


The City of Philadelphia 


The venue of this year’s annual con- 
vention was Philadelphia, which still 
retains something of the character and 
atmosphere of the eighteenth century 
and which is one of the truly historic 
cities of the United States. Founded 
by William Penn in 1682, it was the 
largest town in British North America 
from 1685 unti] the revolution in 1776. 
It was here that the first congresses 
of the revolutionary colonies were held, 
and it was here that both the Declara- 
tion of Independence and the United 
States Constitution were signed. The 
tallest structure in the city is the City 
Hall, which has a figure of Penn look- 
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ing, from above its tower at a height 
of nearly 550 feet from the ground, over 
many square miles of that Pennsylvania 
of which he was, at the time of Charles 
II, the founder and absolute owner. 


Philadelphia, however, is also a 
modern city, and as we entered the Uni- 
versity we saw evidence of a. signally 
modern problem in a notice indicating 
that a curfew on teenagers is imposed 
at 10.30 p.m. each night. We learned 
that the reason for this is that some 
time ago a number of teenagers in the 
city were responsible for the burning 
down of twenty-five houses: the im- 
position of the curfew is one of the 
Philadelphians’ contributions to the 
curtailing of such juvenile delinquency 
—a problem of all the major cities in 
the country and one which is causing 
widespread concern among the people. 


The Wharton School of Finance and 
Commerce, the staff of which acted as 
hosts to the convention and in whose 
premises the round table discussions 
were held, is the oldest existing univer- 
sity school of business in the United 
States, having been founded in 1881; 
it is one of the leading scholastic insti- 
tutions in the country in the field of 
business education. 


The Technical Programme 


Registration of members attending 
the convention took place in Houston 
Hall—the University Students’ Union 
building—on the morning of Tuesday, 
August 30, and, with some 400 mem- 
bers attending, many of them accom- 
panied by their wives and families, the 
building was busy with renewals of 
friendships, introductions of new ac- 
quaintances, and conversations at 
serious and not-so-serious level. All 
registrants were given name badges 
and an envelope of relevant convention 
literature. 


At the luncheon on this first day, the 
guest speaker was the president of the 
American Institute of Accountants, Mr. 
Maurice H. Stans, who delivered a 
masterly, yet informal exposition of 
some of his experiences in the reorgani- 
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sation of the U.S. Post Office, in eon. 
nexion with which he had spent a year 
and a half in Washington investigating 
the affairs of this huge deficit-ge 

ing enterprise. His revelation of 

of the sources of inefficiency and of 
savings effected in the reorganisation 
(which is still incomplete) was indeed 
staggering. 

During the afternoon a number of 
round table discussion groups had been 
arranged to take place concurrently in 
two sessions. The scope is indicated by 
the titles: 


Group I. Starting at 2.00 p.m. 

1. The Division of the College Curriculum 
among the Liberal Arts, Management and 
Accounting. 

The Doctoral Program for Accountants, 
. Income Tax Accounting. 
. The Uses and Applications of Electronic 
Computing Equipment in Accounting. 
. The Use of the Case Method in Account 
ing. 
Group II. Starting at 3.30 p.m. 

6. The Intermediate Accounting Course— 
Textbooks and Teaching Methods. 

7. The Auditing Course—Materials and 
Methods of Presentation. 

8. Current Problems in Accounting Theory. 


Many of us regretted that we did not 
possess split personalities, to enable us 
to attend more than one of these dis 
cussions at the one time. 

On the following morning three ad- 
dresses were delivered in the audi 
torium of the University Museum. Mr. 
Howard C. Greer addressed the Asse 
ciation on the subject “Bench Marks 
and Beacons,” in the course of Whi 
he critically examined the work of the 
Association’s Committee on 
and Standards, and submitted a detailed 
proposal, copies of which were dis 
tributed to the audience, embodying 4 
set of standards of procedure and dis 
closure in relation to corporate a 
ing. His address was followed by one 
on “The Attraction and Selection of 
Accounting Teachers,” delivered by Dr. 
Thomas H. Carroll, Vice-President 
the Ford Foundation, with a commem 
tary by Dean Sidney G. Winter of the 
University of Iowa; and after this 4 
paper was given by Professor © 
Niswonger, of Miami University, 
“The Attraction arid Selection of 


The Australian Accountant, November, 1955 





aE edo é ee. g<2 . 3 


- 7 BR 
< 05 b> 


Pe 
ob) 


=e ese w ES NS 6D 


= Pha se 


Tras = 


FP SBw~e S&S TST SBS TP ew FT ae eee Pe 


AMERICAN CONVENTION — Continued 


gunting Students” with a commen 
a Meio C. A. Moyer of the Unt. 
ty of Ilinois. 
At the luncheon following, the annual 
i the Association was expedi- 
carried. out, and the afternoon 
was again devoted to round tables: 
Group III. Starting at 2.00 p.m. 
§. The Attraction and Selection of Account- 
Teachers. 


in 
10, Bringing Accounting Curricula up to 


ul. The Master's Program for the Account- 

12. Current Problems in Auditing Practice. 

8 Accounting in the Executive 

Group IV. Starting at 3.30 p.m. 

i Principles vs. Techniques in the First 
Year Accounting Course. 

1§. Conducting an Accounti 

1. The Teaching of 
Accounting. 

On Thursday morning, September 1, 
three papers were again scheduled: 
“Tax Equity and the New Revenue 
Act” by Professor Atkeson of the Col- 
lege of William and Mary; “The New 
Revenue Act and the Prosperity of the 
Economy” by Professor Carson of the 
University of California, Los Angeles; 
and “The Impact of the New Revenue 
Act upon Accounting” by Dr: Cohen of 
the American Institute of Accountants. 
This session was followed by a luncheon 
at which Mr. T. Coleman Andrews, 
Commissioner of Internal, Revenue, 
spoke on “Rebuilding the Internal 
Revenue Service.” 


A visual aids exhibit was on view 
during the afternoon of August 80, 
while a placement exchange for uni- 
versity teachers and administrators was 
inoperation on each morning and after- 
noon of the convention. 


The Social Programme 

To a great extent, the social side of 
the convention was integrated with the 
technical side: the luncheon each day, 
for example, was as much a social get- 
together as a serious discourse or busi- 
tess meeting. The atmosphere through- 
wut was one of complete friendliness 
ind absence of formality. But nowhere 
was this more in evidence than at the 
banquet on the Wednesday evening, 
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Seminar. 
ational Income 


which was preceded by a cocktail party 
and followed by a dance; all of these 
were held at the Penn-Sherwood Hotel, 
located a few blocks from the Univer- 
sity campus. Serious business was al- 
most completely put in the background 
for the evening: public accountants sat 
at the same table with Internal Reve- 
nue investigators without scowling at 
each other; auditors and corporation 
finance officers spoke civilly, nay, even 
cordially to each other, and especially 
to each other’s wives; academics and 
practitioners seemed to be quite obli- 
vious of any differences in outlook. In 
short, the inherent virtues that reside 
in every accountant’s bloodstream were 
freed from repressive influences and 
were catalysed into their natural out- 
ward expression of goodwill and ex- 
pansiveness. 

At the banquet table, each lady was 
presented with an orchid, each gentle- 
man with a bronze replica of the 
Liberty Bell, which is one of Phila- 
delphia’s proudest possessions. The 
only flaw in the evening’s entertain- 
ment was the misbehaviour of the 
public address system which, acting in 
the traditional perverse and irrespons- 
ible manner of such systems, boomed, 
whistled and crackled in spasmodic 
interruptions of a series of excellent 
speeches. But despite its ungallant at- 
tempts it could not seriously mar the 
wit of the president, Professor Willard 
Graham, or the oratory of the other 
speakers. 


The Ladies’ and Children’s Programme 

The interests of the ladies and child- 
ren were splendidly catered for by a 
women’s committee. On Tuesday, a tour 
by bus was arranged to Valley Forge, 
where Washington and his army spent 
the winter of 1777-8, and now regarded 
as a sacred spot in American history. 
On Wednesday, another tour of places 
of historic interest in Philadelphia it- 
self was made, and the ladies had an 
opportunity of seeing such places as 
Independence Hall, where the Declara- 
tion of Independence was adopted by 
the Continental Congress in 1776 and 
where the Liberty Bell now stands; the 
Betsy Ross house, where the first 
American flag was made; the Christ 
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Church Burial Ground, where Benja- 
min Franklin lies buried ; the Old City 
Hall, in which the first Supreme Court 
of the United States was convened; and 
many others. And, of course, some free 
time was available for them to do some 
shopping. 

Baby-sitters were available to allow 
the wives of members to take full ad- 
vantage of the social events, and an ex- 
cellent programme must have been ar- 
ranged for the children, for at no stage 
were there any signs of childish obstre- 
perousness. 

Practically everybody we met evinced 
a keen interest in and a desire to visit 


3 ; 


Australia. The fact that Ha 


man’s boys had taken delivery of 


Davis Cup only a few days befo i. 
a ready opening Converssiivaahy 
by people to whom we were int 
and we were made to feel alme 
we had taken an active part « 
courts at Forest Hills, instead of r 
having glued our eyes to a televis 
six hundred miles away. Lh 


The convention was a plate fe 
new friendships for us, and we hy 
have contributed even a little te 
effecting a closer bond betwee 


peoples of two countries who have i 


in common and who are, on our.¢ 
vation, greatly alike in many ¥ 





Better Be Sure than Sorry 


A ledger clerk retired after thirty years’ service to 
his company. Every morning during that time he 
had sat down at his desk, unlocked it, and stared 
fixedly inside for five minutes as if in prayer, and 
then locked it and started the day’s work. 


On the morning after his retirement, the other 
clerks crowded round his desk to find out at last 
what there was in it of such interest. Pasted to the 
lid was a notice: “The Debit side of the ledger is 
the side nearest the window... . 


From The Accountants’ Magazine, September, 1955. 
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Fine Points 
Commercial Law 


. E. H. COGHILL, LL.M. 
Librarian of the Supreme Court of Victoria. 


HIS. month I offer a mixed bag of 
short notes on various points of 
ankruptcy law, important. enough to 
ing to the notice of readers, but not 
hy of a full discussion. 


ustee in Bankruptcy Employing 

_ Accountant 

The case of Re Wilson, 16 A.B.C. 239, 
jes a short point which, however, 
readers will think of the greatest 

portance. 

By the Bankruptcy Act s. 105 (j), 
trustee is entitled to employ a 
ister solicitor attorney or other 

nt.” In this case the Official Re- 
er took charge on the bankruptcy, 
} was not displaced by a private 
tee. The bankrupt had been a 

k vendor, and did not keep a suf- 

ent set of books. However his in- 
p tax returns had been prepared by 
m of accountants, and the Official 

teiver employed them to prepare re- 
ps for the previous year, and for 
next taxation year which expired 
rtly after the sequestration. They 
also asked to put the books in 
pr generally. But when they sub- 
ted their account the Registrar 
lenged it. 
me, J. held that the section al- 
dy quoted authorised the employ- 
of an accountant, not only of 
advisers. Whether the Official 
siver should employ one, in addition 
own staff, was a question for 
' to consider having regard to all 
|circumstances. The Registrar, in 
ving his decision, should adopt 
same attitude. It could not be said 
hand that the accountants should 
hould not be employed, and though 


Accountant, November, 1955 


His Honour gave a pretty clear indi- 
cation of his own views he gave no 
decision, but referred the matter back 
to the Registrar for him to decide in 
accordance with these principles. 


Statute-barred Claim by Trustee 


In Re Ward, 16 A.B.C. 214, Paine, J. 
expressed his views on two points 
which may be shortly stated but are 
of great importance. 

The debtor executed a deed of as- 
signment under Part XI of the Bank- 
ruptcy Act, in July, 1942. Within six 
months before that date, he had made 
certain payments which the trustee al- 
leged were undue preferences. In 
1949 the trustee started proceedings 
to recover these payments. His 
Honour held that s. 95 (the prefer- 
ences section) applies to a deed of ar- 
rangement under Part XI, as the pro- 
perty comprised in the “preference” 
transaction was “property of the 
debtor which in a sequestration would 
be divisible among his creditors.” (See 
s. 165). 

However, he held further that the 
proceeding to recover the amounts 
paid. out was in the same category as 
an ordinary civil claim and was barred 
after six years. Accordingly the 
creditors “got away with it” after all. 


Compulsory Application for Discharge 

By the Bankruptcy Act s. 119 (1) 
the “bankrupt may at any time after 
he has been publicly examined ... 
and shall, whenever ordered to do so 
by the Court ... apply to the Court 
for an order of discharge.” 

In Re vowan, 16 A.B.C. 246, the 
bankrupt’s public examination was 
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commenced and adjourned to a date to 
be fixed, but no such date was in fact 
fixed. However, the bankrupt was 
ordered to apply for his discharge, and 
objected that his examination had not 
finished and therefore his application 
would not be after he had been publicly 
examined, but while his examination 
was proceeding. However, the Court 
held that this limitation did not apply 
to a compulsory application, but only 
to one made voluntarily by the bank- 
rupt. 

It may be doubted whether this dis- 
tinction is sound. Is it not preferable 
to construe these words “after he has 
been publicly examined” not as mean- 
ing “after his examination has been 
formally concluded” but “after his ex- 
amination has been opened and gone 
as far as is then convenient”? 


Costs and Relation Back 

When the debtor comes to his solici- 
tor with tears in his eyes and money 
in his hand and asks that the bank- 
ruptcy petition be opposed, what is the 
position? Surely if the solicitor takes 
the case, fights it and loses, he receives 
his costs “in the ordinary course of 
business” and may retain them. 

But what if the debtor, instead of 
money, gives the solicitor some secur- 
ity such as a title deed? This took 
place in Re Mosely, 16 A.B.C. 195. 
In that case Clyne, J. pointed out that 
obviously the solicitor had notice that 
at least one person was asserting the 
existence of an available act of bank- 
ruptcy, and he held that the doctrine 
of relation back therefore applied and 
the solicitor was not entitled to retain 
his security, but must prove for his 
costs along with the other creditors. 


Debtor’s Costs 
When the debtor unsuccessfully op- 
poses a sequestration order the 


creditor’s costs are of course paid out 
of the estate. But in Re Hurle, 16 
A.B.C. 175, Clyne, J. held. that it would 
be improper of the Court to order that 
the debtor’s costs should also be paid 
out of the estate. 
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Enforcing U.K. Judgments 

In Re Bassett, 16 A.B.C. 178,.Clyta 
J. held that the overwhelming mass ¢ 
authority compelled him to hold that 
judgment obtained in England and te 
gistered in the Supreme Court of Ney 
South Wales could not be made 
subject of a bankruptcy notice. 
could of course be made the basis fe 
bankruptcy by issuing execution there 
on, and relying on this as an act 
bankruptcy, but it seems a pity th 
the simpler procedure by bankrupté 
notice should not be available. 


Time for Petition 
In Re Tavella, 16 A.B.C, 166, Cl 
J. held that a petition presented on’ 
March, 1953, was not presented “with 
in six months” of an act of bankrupt¢ 
committed on 1 September, 1952, as 
quired by the Bankruptcy Act, s. 
(i) (ce), even although March 1 
a Sunday. 
Bankruptcy by Proxy 3 
It is common practice when a debt 
executes a deed of arrangement 
similar document to include a pf 
vision that the trustee of the deed may 
as attorney of the debtor, present’ 
petition for the sequestration of 
estate of the debtor. ee! 
The case of Re Shead, 16 A.B.C. 198 
shows that it is not as simple as @ 
that. In that case the debtor had e& 
ecuted a deed of inspectorship unde 
Part XII which contained such a clat 
as this. The inspectors came tot 
conclusion that it was necessary ‘f 
the proper administration of his affait 
and in the legitimate interests of t 
creditors to present a bankrupt 
petition, and did so. But the Cour 
held that the only ground on which 
debtor can petition is that he is un 
to pay his debts, and that proper» 
ministration and legitimate inte 
of creditors are not the same thi 
Further the petition contained 
statement of affairs. On both 
grounds His Honour dismissed! t 
petition. ; 
Obviously, this method of came 
ing a creditor’s petition to make 
look like a petition by the debtor hi 
self is not quite so simple as it Joe 
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| Costs of Production 

th the wool market rather uncer- 
Hand the wool cheque still the 
nt item in Australia’s oversea 
ngs, the trends in costs of wool 
ction are of utmost significance. 
[therefore comforting to read that 
g have not changed materially over 
qast three seasons, and that, even 
cost-price relationship does 
fe seriously (by a further fall in 
2 of wool, for example), it is 
ily to cause a significant decline 
wool production, at least in the 
. term. These are major con- 
ms reached by another survey 
acted by the Rural Bank of New 
h Wales and published in Trends. 
Survey indicates that the cost per 
producing wool on the properties 
yed increased from 61d. to 64d. 
|. 1953-54 to 1954-55, but there 
also evidence of increased effici- 
in greater carrying capacity and 

r wool yields per sheep. 


U.S. Wool Stockpile 
} scheme for disposing of the 
dity Credit Corporation’s wool 
Was announced in September, 
‘was expected that by November 
beks would be down to about 120 
million Ibs. Monthly sales are 
to one twenty-fourth of stocks, 
5 or 6 million lbs. An undis- 
minimum price is being set, and 
is not reached the programme 
ave to continue longer than two 
> enable the whole stock to be 
Bed of. However, if the wool is 
port or is bid for at the current 
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Government selling price, more than 
the one twenty-fourth quota can be 
sold in a month, so that the stocks 
could then be disposed of in a shorter 
period than two years. At June 30 
last, the stocks of 152 million Ibs. com- 
pared with holdings of 119 million lbs. 
a year earlier; About half of the 
stocks were accumulated in 1952, and 
smaller quantities in the 1953 and 
1954 periods. 


New Company Legislation 

The Victorian Parliament is con- 
sidering a Bill to amend the present 
company legislation. It would be the 
Companies Act 1955 (to be read with 
the principal Act of 1938) and involves 
substantial amendments. The Bill re- 
fers extensively to the contents of com- 
pany prospectuses, requiring the writ- 
ten consent of any expert to the in- 
clusion of his statements, and tighten- 
ing up the requirements in other ways 
to improve the accuracy of prospec- 
tuses. A most important feature of 
the amendments concerns the applica- 
tions for listing on a stock exchange. 
The amending legislation will require 
that, where a prospectus indicates that 
such application is to be made, the al- 
lotment of shares will be void if per- 
mission for quotation on an exchange 
is not sought within three business 
days of publishing the prospectus, or 
if permission has not been granted 
within six weeks of publication (or 
within a longer period up to twelve 
weeks as hotified by an exchange). 
This provision, with attendant details, 
is most significant and places on the 
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stock exchange the important duty of 
approving the terms of a prospectus 
and other matters relating to a com- 
pany. It is similar to the critical 
function which the latest English law 
has imposed on stock exchanges in that 
country. It presumably carries the 
implication that, as stock exchange re- 
quirements are strict and likely to be- 
come even more so—requiring higher 
standards than the law itself—we may 
find the exchange refusing quotation 
to a company which has otherwise met 
the requirements of the law, but has 
failed to measure up to the stringent 
demands of the exchanges in their con- 
stant vigilance in protecting the invest- 
ting public. In such cases, share al- 
lotments could be cancelled, and the 
money repaid. 

Several amendments to the accounts 
provisions are proposed. These in- 
clude, inter alia, a definition of the ex- 
pression “items of an abnormal charac- 
ter” to which the directors must refer 
in their report accompanying the bal- 
ance sheet (s.123 (5)). Items of an 
abnormal character will include “any 
writing off of large amounts of bad 
debts, any substantial increase or de- 
crease in the value of trading stock 
owing to revaluation, any item of an 
unusual nature or value which appears 
in the accounts, and any absence from 
the accounts of any item usually in- 
cluded.” 


There will be an addition to the 
items required to be enumerated in 
the published balance sheet (s.124 
(3)). This is “the provision made for 
payment of income tax in respect of 
the year ending on the date to which 
the balance sheet is made up.” 


Section 123 (proper books of ac- 
count) is to be amended. The Bill 
provides, among other changes, that 
the books must be such “as are neces- 
sary to give a true and fair view of 
the state of the company’s affairs and 
to explain its transactions.” The use 
of the words true and fair in this con- 
nexion is interesting, particularly as 
8.133 is not to be amended—i.e., the 
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auditor, it appears, will still have t 
use the words true and correct in his 
report. 


The register of directors or manag. 
ers (s.144) will have to contain the 
written consent of every director to his 
appointment, and also the name, ad. 
dress, etc., of the secretary. Notifies. 
tion of appointment or change of se. 
retary will have to be filed with the 
Registrar-General in the same manner 
as is now necessary in the case of 
directors. An existing company will 
have three months after the commence 
ment of the new legislation in which to 
file a return of its secretary. It is 
also provided that particulars of the 
secretary are to be shown in the annual 
return. 


The new legislation, after it has been 
passed by Parliament, will come into 
operation on a date to be proclaimed. 


Interest Rates 


In view of the comparative stability 
of Australian official interest rates, e- 
pecially in relation to the rises in the 
uncontrolled rates, a recent statement 
of a South African Government spokes- 
man is interesting. He refers to the 
hardening tendency of interest rates 
in a number of countries, including 
U.K., U.S.A., Canada, Germany, Bel- 
gium, Sweden, Norway, Austria and 
New Zealand. In all these countries, 
the higher interest charges have been 
part of an official policy aimed at com- 
bating the resurgence of inflationary 
pressures. He went on to refer to his 
discussions at the Istanbul meeting of 
the International Monetary Fund 3% 
confirming the impression that the ms 
ing trend was marked and widespread, 
and that it was necessary for 
Union of South Africa to take appre 
priate measures. These were 2 
to discourage transfer of surplus funds 
from the Union (or the withholding 
of funds accruing to the Union) for 
vestment in the London money market 
at the higher rates available there. 
The Government therefore raised it 
Treasury Bill rate by 4%, and the 
National Finance Corporation 
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raised its rate for call deposits by a 
similar amount. The Reserve Bank 
raised its bank rate from 4% to 44% 
to support the rise in short term inter- 
et rates and reinforce its recent re- 
quest to the commercial banks to fol- 
low a more stringent credit policy. 


A Golden Age 

New Zealanders are mourning the 
passing of a golden age with the ex- 
haustion of gold bearing sands on the 
west coast of their South Island. 
Earlier in the year a significant land- 
mark was the closing down of the 
famous Martha mine at Waihi after 
sixty years’ operations. The remain- 
ing two working dredges are not ex- 
pected to continue for long, and then 
the gold mining industry will be 
ended. It is recorded that since 1861 
gold exports have been valued at about 
100 million, and have brought un- 
measured indirect benefits. Apart 
fom the markets for New Zealand 


foodstuffs in the Californian and Aus- 
tralian goldfields last century, the gold 
rushes in the Dominion brought rapid 
development of population and other 
industry, before the days of refrig- 
erated shipping provided a sure basis 
for dairy and meat exports. 


More Iron for Steel 


While Western Australia sees the 
end of some of her older gold mining 
towns, such as Wiluna, iron ore is be- 
coming an important export. Quarterly 
exports from Yampi Sound have now 
passed the £100,000 level, and presum- 
ably are more likely to increase than 
decline. In the quarter to June last, 
the export amounted to 117,000 tons 
worth £116,000. Although it is not 
widely recognised as an important 
mineral, asbestos is quite significant 
in Western Australia’s production. In 
the June quarter the comparatively 
small quantity of 857 tons of this sub- 
stance was produced, to the value of 
over £93,000. 
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Break-Even Analysis 
HANDLE WITH CARE 


ENRY HESS (of ball-bearing 
fame) developed the first cross- 
over chart in relation to an analysis 
of wage-payment methods and pub- 
lished his conclusions in the April, 
May and June issues (1904) of The 
Engineering Magazine. C. E. Knoep- 
pel improved on Hess’s work (1909 
through to 1933), presenting the 
mathematics behind the charts in his 
Profit Engineering (1933). Since that 
time break-even analysis has literally 
swept through the economic and ac- 
counting world. Most writers, how- 
ever, tend to ignore its weaknesses al- 
though research in recent years, held 
to rigorous statistical methods, has ex- 
posed the fact that there are some 
serious and significant limitations upon 
the practical application of this tech- 
nique. 


Some progress has been made to- 
wards finding ways to make this kind 


of analysis more useful but attention 
is being concentrated now upon finding 
a direct functional relationship be 
tween company profits and forms of 
national activity that shows statistical 
significance. One such (unpublished) 
study was made by William M. Bennett 
and included in a lecture at the Gradu- 
ate School of Business of Columbia 
University in 1948. It is summarised 
by Professor Joel Dean in his Manag- 
erial Economics (1951, Prentice-Hall), 


Professor Joel Dean, Professor of 
Business at Columbia, is a pioneer 
worker in this field and has done per- 
haps more work than any other writer 
towards overcoming the deficiencies of 
static break-even analysis in order to 
make it more useful; he has always 
been seriously concerned that these 
limitations are so frequently ignored 
or inadequately appraised by the users 
of break-even charts or profitgraphs. 





Cuart 5-10A. 
Basic STATIC RELATION 
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A shows the generic structure of the break- 
even chart. The horizontal axis represents 
some measure of output, such as physical 
volume of production, per cent of full- 
capacity output, or sales volume. The sales 
line relates total revenue on the vertical axis 
to total output on the horizontal axis and is 
always drawn as a straight line. There are 
usually two kinds of cost shown: variable 
costs (assumed to vary with output), and 
constant costs (assumed independent of out- 
put). The total-cost line adds these two 
components, and is also drawn as a straight 
line. The vertical distance between to 
sales and total cost is total profit at outputs 
greater than where the two lines intersect. 
poert of this break-even point it represents 
osses. 
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Chart 5-10B. Cost Reduction 
to Meet a Decline of Sales 
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Chart 5-10C. 
Impact of Added Investment 
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B illustrates how a break-even chart is used to find the amount of cost reduc- 


tion needed to meet a given amount of sales decline. 
materia] prices, and wage rates and labour 


chart assumes that selling prices, 


In the form shown here the 


efficiency will all remain unchanged in the face of a sales decline. 


C illustrates how a break-even chart can be used to determine the effect of a 
contemplated new investment on cost behaviour. The new investment is assumed 
to increase fixed costs and reduce unit variable costs. Therefore the new total-cost 


line is above the old one for low outputs and below it for high outputs. 


The inter- 


section of the two cost lines shows the level of output that must be exceeded to 


make the new investment profitable. 





The simple chart used by Mr. T. J. 
Srey, A.A.S.A., A.C.A.A., to illus- 
tate his article in Rydge’s (August, 
1%5, issue), “Understand Your Profit 
Structure,” is one of a type described 
ly Professor Dean some years ago as 
‘m alarmingly popular gadget,” pri- 
marily because so much attention had 
mn concentrated upon the useful- 
ss of break-even analysis and so 
ittle attention upon its limitations, 
mrticularly in the area of profit pre- 
tttion or forecasting. 


The almost effervescent enthusiasm 
vith which this “gadget” has been re- 
tived in the U.S.A. since 1949 is 
iderstandable. It provided a much 
form of communication be- 

wen the accountant or controller and 
top management; it held out the 
Wsibility of achieving a clear and 
iMcise statement of many implications 
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otherwise buried under an accumula- 
tion of accounting data and reports of 
a more detailed and complex nature. 
The break-even chart or profitgraph 
also had the merit of an apparent ease 
of construction. It seemed merely to 
involve three simple steps: (1) segre- 
gating the variable expenses from the 
constant or fixed expenses; (2) plot- 





These charts (5-10A, B, C and D) were first 
published in FORTUNE Magazine in the issue 
of February, 1949, page 82. They were part 
of the material prepared for a book by 
Rautenstrauch and Villers, The Economics of 
Industrial Management, published in 1949 by 
Funk & Wagnalls Company in association with 
Magazines of Industry, Inc. The notes by way 
of interpretation were compiled by Professor 
Joel Dean and the charts as reproduced here 
are taken from his book, Managerial Eco- 
nomics, published by Prentice-Hall, Inc., in 
1951. The charts and notes are reproduced 
by permission of the publishers, to whom 
acknowledgment is gratefully made. 
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ting the total expense line on a graph 
with identical horizontal and vertical 
scales (in £’s); and (3) superimpos- 
ing on this graph a sales line forming 
a 45-degree angle with both scales. 
With certain assumptions, this proce- 
dure may be justified or explained in 
mathematical terms. 

The conventional method of plotting 
the break-even point has been found 
to be tolerably accurate in a variety 
of situations, despite the criticisms 
levelled at it. In one field test, for 
example, the chart showed that the 
break-even point was about sixty-five 
per cent. of capacity, whereas ten 
years previously it had been in the 
vicinity of forty-five per cent. of 
capacity. This answer, however, was 
inseparable from the important quali- 
fication that it was an approximately 
correct answer under the assumptions 
made at the time the chart was pre- 
pared. Whether the true break-even 
point was at sixty-two, sixty-five, or 





48 SALES 1947. 


1946 | 
a 
4 


~TOTAL 
37” EXPENSES 
—-1943 
--1942 
ne— EXPENSE TREND 1938-43 
“1941 


----1940 
"1939 


YF” / 


SALES '938 
TOTAL EXPENSES 1938 





5 
ee 








ee ae ee TS ot le aa 
br a a 
SALES IN MILLIONS OF DOLLARS 
Chart 5-10D. 
Ten Years of Break-Even Points. 

D shows how the total-cost line and the break- 
even point shift from year to year with changes 
in selling prices, material prices, wages, and the 
nature of production. However, if the horizontal 
axis has been calibrated in physical units, or if 
a@ price index had been used to deflate the cost and 
revenue data, the shift in the break-even point 
would have been reduced substantially. 


Charts adapted from Fortune, Vol. 39, 
(February, 1949), p. 82. 
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sixty-eight per cent. is quite immateria] 
so long as management is satisfied with 
a rough approximation of this charac 
ter. 

Break-even analysis is primarily ip 
tended to indicate, in an approximate 
fashion, a cost-volume-profit relation. 
ship within limited periods of time and 
limited ranges of reasonably expected 
volume. For this purpose, when its 
uses are properly understood, it fre 
quently proves to be a quite useful tool 
In the area of profit forecasting or 
profit prediction, which involves the 
projection of static analysis into a 
future, and dynamic, situation the tech- 
nique has however many deficiencies, 
If applied in an uncritical fashion it 
can lead to some quite erroneous con- 
clusions. If these errors of estimate 
are serious enough, the consequences of 
wrong decisions, based on imperfect 
graphs, might well be catastrophic; 
assuming of course that they are in 
fact so used and relied upon. 

Business economists believe that, in 
the majority of cases where the 
“straight-line projection” turns out t 
be approximately true, it will be found 
that the business is following a cost 
plus formula in its pricing. If this is 
not true of a particular business, then 
it might be wise to set about a more 
detailed analysis of the accounting 
data in an effort to test the validity of 
the conclusions indicated by the profit 
graph. 

If a business has a number of mant- 
facturing plants, in different locations, 
it is frequently the case that these 
plants vary in scale and have quite 
different wage rates, materials prices, 
and expense structures. Each 
these plants will, as a consequence, 
have quite different costs-per-unit 
the margin, and the average-unit-cos 
will also vary. The presence of 
“family” of costs structures in aly 
situation where output cannot be & 
panded uniformly in all locations ¥ 
automatically invalidate any proje 
tion of total costs against any com 
posite output or turnover figures. 

Again, if a business has a range of 
products, it will be found as a rule that 
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the make-up of the total production or 
the proportions of each line which 
enter into the aggregate sales volume 
ig an unruly variable. Attempts to 
provide for this by way of suitable 
corrections are frequently complicated 
by the presence of another variable— 
differing profit margins among the 
lines being handled. 

A further difficulty arises in rela- 
tion to production which is at all 
spread over a period of time, in so far 
as it is not always easy to match the 
costs incurred against the related out- 
put. This difficulty is frequently most 
pronounced in relation to overheads; 
with the other elements of cost the 
matching process may be achieved 
more successfully. 

There is also a need to recognise that 
there is, behind the drawing of the 
profitgraph, an assumed constancy of 
plant scale, of the labour force, of the 
level of technical efficiencies, of the 
manufacturing processes and also of 
prices. Yet, despite these assump- 
tions, the figures used as a basis for 
the graph must be drawn from a past 
period during which many changes of 
this nature may have occurred. The 
projections are then made “holding 
tther things constant” (the old ceteris 
paribus phrase of the economists)— 
into a future where many and possibly 
unpredictable changes of a like nature 
may also occur. 

_If, for example, a number of firms 
in the same industry make similar 
kinds of decisions and take similar ac- 
tion to expand output at the same time, 
it will be clear, without any detailed 
explanation, that any accurate predic- 
tion of what actually will be the de- 
mand for a particular product in these 
‘ireumstances is quite out of the ques- 
tion, and is quite beyond any hope of 
tesolution by the use of so simple and 
restrictive a device as the break-even 
or profitgraph. 

Accountants tend to be unduly pre- 
cupied with the single unit, the par- 

r firm with which they are them- 
selves concerned, whilst on the other 
economists tend to be preoc- 
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Fig. 1. Breakeven chart. 


As a first step it is usual to develop the relation- 
ship of volume and profit. The lines of variable 
and fixed costs are eliminated, the lines of total 
cost and sales are retained. This supplies man- 
agement with information as to the percentage 
of current sales volume required to reach the 
break-even point at current cost levels or, in 
other words, what sales volume is required to 
break-even at current cost levels. See also 
Cost Accountants Handbook, Theodore Lang 
(Ed.), The Ronald Press Company, New York, 
1944, (pp. 103 to 105). It should be noted that the 
terms ‘‘profitgraph’’ and ‘‘break-even chart'’’ are 
not synonomous or interchangeable; the modern 
“profitgraph" is a simplified break-even chart. 
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Fig. 2. Profitgraph. 





The charts which appear here as Figures (1) 
to (6) are taken by permission from the 
Business Management Handbook, by J. K. 
Lasser, pp. 581-584, Copyright 1952, McGraw- 
Hill Book Company, Inc. They are reproduced 
by permission of the publishers, to whom ac- 
knowledgment is gratefully made. j 
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cupied with national aggregates. It 
is therefore important that some at- 
tempt be made to bridge the gap be- 
tween “the problems of logic that in- 
trigue economist theorists and the 
problems of policy that plague prac- 
tical management.” Unfortunately 
most expositions of the economic theory 
of the firm are made over-simple in 
one sense by the number, variety and 
range of the initial assumptions which 
are made, and then become far too 
complicated in their logical develop- 
ment to be useful at the managerial 
level. It is, moreover, extremely rare 
to find a writer on economics who ap- 
proaches his subject with a clear 
understanding of the problems facing 
management and what, in fact, busi- 
nessmen do. At the same time, if it is 
to be shown how this sort of analysis 
can be used in formulating business 
policies, there must be a departure 
from the main stream of economic 
writings on the theory of the firm and 
in at least two instances this has been 
attempted with a reasonable degree of 
success. Apart from Professor Joel 
Dean’s book (mentioned earlier) there 
is an Australian work by 8S. R. Brown, 
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Fig. 3: Breakeven chart by major expense class. 
The fixed and variable expenses, for each of the 
main types, such as manufacturing, administra- 


tion and selling can be shown in a break-even 
chart of this type. 
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Fig. 4. Breakeven chart with fixed expenses at 
bottom and variable above. 


Where more attention is required to be directed 
to the components of variable expense, fixed ex- 
pense is shown at the bottom of the chart with 
the additions for the different groups of variable 
expense. 





F.C.A. (Aust.), Costs and Prices 
(Law Book Company), the purpose of 
which is to give executives access to 
the practical contributions that down 
to-earth economic thinking can make 
in helping to formulate top manage 
ment policies. 


It is, I believe, important to under- 
stand the assumptions which lie behind 
the drawing of break-even charts, for 
it is as foolish to assume away the dif- 
ficulties as it is to imagine that they 
do not exist, may be safely ignored, or 
arbitrarily flattened out by a little, 
simple arithmetic. Except in the most 
simple and uncomplicated situations, 
and perhaps also in these situations, 
break-even analysis and the construc 
tion of satisfactory charts or graphs 
requires a thorough knowledge of the 
behaviour of costs and prices, in t 
enterprise being studied, under the i 
fluence of changes in the volume of 
production or of sales. There can be 
no question but that the limitations 
break-even analysis must be cl 
understood if the right conclusions af 
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to be reached and if sound judgments 
are to be formed. 


Given such a right understanding 
and with sound methods of application, 
preak-even charts can be used in a 
yariety of situations to throw some ad- 


ditional light upon the analysis of’ 


costs, to assist in controlling costs, and 
to help in the estimation of expected 
profits under a variety of assumptions 
which must, however, be explicitly 
stated. In such circumstances they 
may be applied to an entire business; 
to an individual department, plant or 
product; perhaps, in the extreme, 
even to individual salesmen. For 
some businesses, however, break-even 
analysis may be a virtually useless 
technique. Certainly the most sound 
advice is this: handle it with care. 
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Fig. 5. Breakeven chart with variable expense at 
bottom and fixed on top. 


The emphasis here’ is still upon the variable 
elements of costs (starting at zero) with fixed 
expense as an addition. 
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Fig. 6. Profitgraph. 


fimilarly to figure 5, the variable elements of 
“st (starting at zero) are shown first, fixed ex- 
4s an addition, but in this case the chart 

h elaborated to show earnings on invested 

the return at the budgeted level of ac- 

» the proportion or percentage of each 

of expense to sales, the rate of activity 
for the various levels of return on in- 
capital and the critical points at which 
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interest and dividend commitments are not cov- 
ered. This type of chart was first used as a pro- 
fit-realisation chart and called a “profitgraph’’ 
by C. E. Knoeppel in 1909; it was later developed 
and elaborated by him (1933), and is discussed at 
length in Managing for Profit by C. E. Knoeppel 
— E. S. Seybold, McGraw-Hill Book Company, 
» PB. - 





Notes prepared by the teachiny staff of the Department ¥ 


Accounting, University of Melbourne. 


The last ins 


(The Australian Accountant, October, 1955) brought thy 
review of overseas journals up to June, 1955. The presem 
notes bring the review up to the July issues. 


Current Problems 
Discussed in Overseas Journals 


The Welfare State 


Fears that the future burden of wel- 
fare expenditure may prejudice the con- 
tinuance of the Welfare State are dis- 
counted by J. V. T. Baker, Future of 
the Welfare State, in the July issue of 
The Accountants’ Journal (N.Z.). He 
presents a comprehensive survey of 
probable cost in relation to estimated 
national income for 1970, and shows 
that some easing of the relative burden 
can be expected. 


Education for Accountants 


The parts at present played by the 
basic educationist, the tutorial specia- 
list, the Institute and industry in the 
development of the cost accountant are 
examined by E. P. Brown, Better Type, 
The Cost Accountani, July, and sugges- 
tions are made as to ways in which the 
system of training can be improved to 
the mutual benefit of the cost accoun- 
tant and industry. 


Management Accounting 

In a long and thoughtful article on 
The Accountant’s Contribution to Long- 
Term Planning, N.A.C.A. Bulletin, 
July, W. C. Wichman maintains that 
intermittent long-term planning is not 
enough; in a well-run enterprise, plan- 
ning is going on all the time, supple- 
mented by short-term forecasts and 
annual budgets. The author also feels 
that a year is too short a budget period 
for some factors, and that the follow- 
ing, at least, need to be budgeted for 
several years ahead: volume, market 
position, capital requirements, and 
gross margin for each product line. 

In the same isue, W. R. Mitchell com- 
bines a long-range forward look at the 
American economy 1955-65 with a des- 
cription of gross profit control in his 
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own organisation, the American Pulley 
Company. 


Gearing Accounting to Management 
Needs, by E, J. Hanley, also in the same 
issue, deals with the importance of cash 
forecasting for some years ahead, and 
of tailoring reports to meet the specific 
requirements of the executives for 
whom they are prepared. 


Rate of return on investment asa 
measure of efficiency has been receiy- 
ing a good deal of attention in recent 
years. The N.A.C.A. Bulletin, July, has 
two articles on the subject. L. Kamsky, 
Cost Analysis for Improved Return on 
investment, recommends that all cost 
variances should be reported t 
management in terms of their impact 
on the rate of return. S. T. Heinaman, 
describing his Return on Investment 
Approach to Inventory, points out that 
faster turnover will improve the rate 
of return only if profit on sales remains 
the same; it is necessary, therefore, to 
study the effect on profit margin, a 
well as on turnover rate, of each pre 
posed change in inventory. 


The name de Paula is familiar to 
most, if not all, students of accoun- 
tancy. F. C. de Paula, Accountancy, 
July, submits an article which will 
of interest to students and senior exect- 
tives alike. From Shop-Floor to Mana 
ger’s Desk provides a comprehensive 
review of what information is n 
and what records must be kept in the 
factory in order to be of maximum & 
sistance to management. He takes # 
his two broad themes the necessity 
know what materials have been 
and the amount of productive skill of 
men and machines that is sold 
that raw material, in the form of 8 
finished product. Omitting the 
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QURRENT PROBLEMS — Continued 


ms of value and the calculation of 

price variations, the author 

ds considerable time on the detail 

of control and recording of raw mate- 

rials. While presenting no revolution- 

ary innovations, the article provides a 

set of principles applicable to a variety 
» situations, 


Controllership Function 

In an excellent article in The Journal 
of Accountancy, July, Edward B. Coch- 
ran asks What Is a Controller? His 
answer is that the controller is a 
“profit-engineer” for overall company 
operations, whose object is to ensure 
the conformity of results and proce- 
dures with top-management intentions, 
snd maximum profits to the company 
asa whole. His primary responsibility 
is “the detailed analysis and interpreta- 
tion of operating results, policies, pro- 
cedures and proposals of major impor- 
ance.”” 


Cost Control 


R. C. Perry, in the N.A.C.A. Bulletin, 
July, deals with methods of control of 
distribution, administration and re- 
search costs. 

In the same issue, D. S. Moffitt, Fixed 
Cost Control to Permit Cycle Analysis, 
describes a method of forecasting cycli- 
tal upswings and downswings in sales, 
from an examination of the rate of 
change of sales volume, and suggests 
that the advance warning of impending 
changes, given by this method, makes 
it possible to adjust the so-called fixed 
_— in accordance with anticipated 
sales, 

Harry Woodhead, The Controller, 
July, discusses the part which the fore- 
man should play in controlling costs. 
Mr, Woodhead asserts that no cost- 
control programme can be effective 
until every member of management is 
directly involved—the foreman is here 
included, for he is a member, not merely 
4 representative, of management. It is 
telatively simple to bring him into the 
tost-control picture, and the author 
gives several worthwhile suggestions to 
oy those about to embark on such a 
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Any industrial or commercial organi- 
sation is a group of people who together 
produce all the company’s revenue, in- 
cur most, if not all, the company’s costs, 
and therefore produce or fail to produce 
a satisfactory financial profit. The 
organisation of personnel is thus an 
important feature of any undertaking, 
and in Cost and Management, July- 
August, Gerald G. Fisch, Organisation 
as a Factor in Cost Reduction and Con- 
trol, discusses several tools for reduc- 
ing and controlling costs. Among these 
tools are functional organisation plan- 
ning and control, manpower develop- 
ment and training, and the setting up 
= an effective system of communica- 
ion, 


Cost Accounting 


Product Costing Up-to-date, by C. O. 
Wellington, in the N.A.C.A. Bulletin, 
July, proceeds from a review of princi- 
ples of product costing to a discussion 
of: segregation of the fixed costs of 
service departments; simplification of 
accounts by grouping inventories into 
a single control account and by combin- 
ing successive operations into group 
standards; cost adjustments for fixing 
selling prices; improved allocation of 
distribution costs and of newspaper 
publishing costs; the limitations of 
variable costs and break-even points; 
and the use of the rate-of-return con- 
cept. 


The same issue also contains two 
case studies in cost accounting. A Cost 
System for an Oil Producer, by M. E. 
Dunn, gives a description of the ac- 
counting complexities of the petroleum 
industry, while W. A. Settoon describes 
cost reporting in an aluminium plant, 
with the emphasis on control figures 
for foremen. 


Return on Investment 


Tohn H. Schwarten, Jnr., The Con- 
troller, July, tells how his company 
(with a capital of $40 million) ap- 
proached the problem of inadequate 
return on capital invested. The organi- 
sation was carrying out both wholesale 
and retail business, and independent 
consultants advised that the wholesaling 
activities be discontinued. However, 
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management did not agree and having 
(in their minds) established the causes 
of the company’s failure to make ade- 
quate profits they set about the task of 
proving their case. The number of 
lines handled and the number of cus- 
tomers were drastically reduced, em- 
ployees were cut substantially, good 
rentable floor space was vacated and 
two factories were sold. These mea- 
sures resulted in increased working 
capital, from reduced inventories and 
accounts receivable, and increased pro- 
fitability, resulting in a vastly improved 
rate of return on investment. 


Wage Administration 

The July issue of the N.A.C.A. Bulle- 
tin features a series of three articles on 
various aspects of wage administration. 
J. A. McCormick describes in some 
detail a plan for fixing wages and sala- 
ries through job evaluation by a com- 
mittee of employee and management 
representatives. The training of 
management representatives to con- 
front union negotiators at the con- 
ference table is discussed by L. C. 
Shaw. He points out the danger of 
underestimating the ultimate cost of 
concessions sought by the unions. 

Economic and cost aspects of the 
guaranteed annual wage plan, recently 
adopted by a major section of the U.S. 
automobile industry, are reviewed by 
R. S. Novak. 


Standard Deductions from Wages 


In The Accountant, July 30, R. 
Roberts suggests that the number of 
columns in the payroll sheets can be 
reduced by adding together the weekly 
“fixed” deductions (e.g. pension fund 
and insurance deductions) and showing 
only the total in the payroll. 

After the composition of this column 
of the payroll has been calculated once, 
it is necessary to adjust only the totals 
for the various items for subsequent 
changes from the “standard.” 


Profit Sharing 
Profit Sharing has been the focus of 
greatly increased interest in England 
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in recent years. Whilst the subject does 
not occupy the same importance in Ays- 
tralian commercial practice, it is worth 
considering in the light of chan 
social conditions and the possible con- 
tribution by accountants. David Fii 
in a paper presented to the Summer 
School of the Institute of Chartered 
Accountants of Scotland, June, 195%, 
reported in The Accountants’ Maga- 
zine, July, has much to say of interest 
to accountants and economists alike. 
After examining the basis of the topic, 
he develops more fully his conception 
of the part that the accountant can play 
in assessing the respective portions of 
profit attributable to capital, manage- 
ment, and labour, respectively. The 
concluding part of the article appears 
in the August issue of the magazine. 


Transport Costs 

G. A. Culverwell, Road Haulage Costs 
for Freight Charges, The Cost Accoun- 
tant, July, describes a classification of 
expense which will provide the cost 
information required for setting freight 
charges. This information comprises 
unit costs for the provision of the 
vehicle, provision of the crew, garaging 
and _ servicing, vehicle movement, 
freight handling, loss and damage to 
goods, documentation and administra- 
tion. 


Accounting for Price-Level Changes 


In The Accountant, July 9, Cecil H. 
Taylor makes the following suggestions 
for meeting objections raised to some 
accounting practices (particularly those 
dealing with depreciation and re 
serves) :— 

(a) that depreciation should no longer 
be charged as a cost, but i 
that an appropriation of profits be 
made to an asset replacement fund; 
that assets should be revalued each 
five years; 

that only appropriations of profit 
represented by money in hand or 
investments should be desi, 
“reserves”; and 

that the balance sheet should be 
presented in three sections: 
Capital, Working Capital 


(b) 
(c) 


(d) 
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Asset Replacement Fund. Fur- 
ther, that an estimate of the 
annual cost of replacing fixed 
assets for the succeeding five years 
should be attached to each balance 
sheet. 


Published Accounts 


John H. Myers, Inventory Disclosure 
in Annual Reports, The Journal of Ac- 
countancy, July, contends that the word 
“ost” is an inadequate description in 
published balance sheets of the basis of 
inventory valuation. Of 600 U.S. com- 
panies surveyed by the American Insti- 
tute'‘of Accountants in 1954, all but 
sven included “cost” in their descrip- 
tion of the inventory, but 212 omitted 
to state how “cost” was arrived at. 
Many of the remainder indicated that 
they kept their inventories on two or 
more different costing methods, but 
gave no indication of the relative im- 
portance of each. In a few cases dis- 
tosure was carried to considerable 
ngths; for example, by companies 
which stated that inventories had been 
pried on a LIFO basis, and supplied 
in a footnote the current replacement 
wst of these inventories. 


The Accountants Journal (London), 
july, reports that following recent criti- 
tim of the annual reports of the Penin- 
war and Oriental Steam Navigation 
Company, the directors have decided to 
present their annual reports in a form 
which has generally pleased the stock- 
holders. Although the new provisions 
vill not officially apply until the re- 
prts for the year ending September, 
195, are presented, the reforms if ap- 
lied to the last balance sheet would 
have increased the Company’s assets by 

million. This increase results from 
change in policy relating to deprecia- 
ion and valuation of shares in sub- 
diaries. The company’s reserves have 
ten considerably increased and a bonus 
ue has been made to stockholders. 


The Annual Research Lecture of the 
ian Society of Accountants deli- 

vred by Mr. L. Goldberg in the Univer- 
tty of Brisbane, September, 1954, titled 
iation in Published Company Re- 
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ports is published in Accounting Re- 
search, July. An examination was made 
of the treatment of depreciation in the 
annual reports of seventy-eight com- 
panies from all the states of Australia. 
The influences of statutory require- 
ments, recommendations by the Insti- 
tute of Chartered Accountants in Aus- 
tralia, and taxation law were studied. 
Statutory requirements were naturally 
found to exercise a compulsive in- 
fluence. The influence of the Institute 
recommendations could be judged only 
in those states where statutory re- 
quirements do not come up to the stan- 
dard of disclosure recommended by the 
Institute. The investigation showed 
that the pronouncement of the Institute 
has not, apparently, had a widespread 
influence in inducing companies to in- 
clude the amount of the depreciation 
charge in the profit and loss account. 
From the point of view of overall dis- 
closure, however, one pleasing trend 
over the period was the significant in- 
crease in the proportion of companies 
stating the accumulated depreciation 
charge separately from the cost of the 
fixed assets, in accordance with the 
Institute recommendation. 


Mechanised Accounting 


Accounting in a Petroleum Equip- 
ment Company, by W. R. Archerd, 
N.A.C.A. Bulletin, July, describes the 
use of punched cards and of mark- 
sensing equipment. In the same issue, 
E. C. Zajac describes Control of Main- 
tenance Labor Costs in the United 
States Steel Corporation, using ac- 
counting machines and punched card 
equipment linked together by means of 
five-channel communication tape. 


In The Canadian Chartered Accoun- 
tant, July, Thornton F. Bradshaw pre- 
sents, in his own words “a progress re- 
port on a_ revolution, a revolution in 
the concepts of management which is 
now under way,” in an article entitled 
Electronics as a Tool of Management. 
He believes that the central feature of 
the change which is taking place “is 
the substitution of management by plan 
for management by reaction to events,” 
and that the rate of this revolution will 
be greatly speeded by the introduction 
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of electronic equipment, itself involv- 
ing a revolution in data processing. In 
the writer’s opinion, the maximum ad- 
vantages of the use of electronic equip- 
ment will be achieved only if there is 
a merger of two processes which he 
feels at present are evolving: the ten- 
dency for data to be processed by a 
central unit in the organisation instead 
of being handled by many units each 
operating at the point of collection; and 
the tendency to integrate data process- 
ing, e.g., sales order, production order, 
despatch instructions, invoice, customer 
debit, sales statistics all being inte- 
grated in a single process, as opposed 
to each part being originated and pro- 
cessed independently. 

In The Accountant, July 30, A. C. 


Baker explains the processes carried. 


out by electronic computers, with par- 
ticular reference to the processes 
carried out for the two main office de- 
partments of a large manufacturing 
and distributing company, customer 
service and payroll. 


Company Directors 

The Accountant, July 2, 9, 16 and 23, 
contains a series of short articles illus- 
trating the relationship of the company 
director to the shareholders—the rights 
of the director in the tenure of his 
office; conflict between a director’s per- 
sonal interest and his duties; the rights 
of the shareholders to have their wishes 
carried out; and the case where the 
director is also a substantia] share- 
holder, particularly of a small private 
company. 


Social Accounting 

Richard Stone, Transaction Models 
with an Example Based on the British 
National Accounts, Accounting Re- 
search, July, sets up mathematical 
models with data relating to Britain. 
The purpose of these transaction 
models is to assist in short-term pre- 
dictions of the future transaction flows 
in the economy. Fundamentally, his 
methods are akin to those used by the 
accountant in flexible budgeting. From 
data covering the period 1948 to 1953, 
he calculated what was done by each 
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sector of the British economy wit, 
each £ increase in revenue it obtained 
Businesses, for instance devoted 9/6 ty 
consumption expenditure, 5/- to tax, 
tion and 5/6 remained for gross gayi 
He found the assumption of a linea 
relationship between an increase jp 
revenue with the means of disposing of 
that revenue was satisfactory in nearly 
all cases. 


The third lecture delivered by Pm 
fessor F, Sewell Bray on Accounting 
Dynamics is published in Accountin 
Research, July. The author advocates 
for social and business accounting pur. 
poses, the classification in the balance 
sheet of current assets on the basis of 
their variability with operating aggre 
gates. He now recommends the inch 
sion of the “base” inventories necessary 
for the continuance of effective opera 
tions in the ceurrent asset group, rather 
than in the fixed asset group as pr 
viously advocated. Standard aggre 
gates should be set for each current 
asset, and the standard holding should 
be classified as a variable asset sep 
rately from the remainder of the asset 
The standard asset holdings are td 
termined in relation to operating atti- 
vity. For instance, the standard ip 
ventory is determined in relation b 
gross output, standard debtors are re 
lated to sales, and so on. The use of 
these variable standards for current 
asset holdings provides more effective 
control over the investment in them. 


Profit Analysis 

Raj K. Nigam, The Measurement of 
Profits—A Study in Methods, Account 
ing Research, July, makes a detail 
analysis of the profits of 291 compame 
in England from their annual reports 
Analysis could not be made for the 
years prior to 1948 because of the lack 
of disclosure in most published 
before the passing of the 1948 
panies Act. For each industry, the 
author analyses each type of pm 
(gross profit, profit before depreds 
tion, profit after depreciation, 
before and after taxation, etc.) in 


lue amounts, and in proportion #. 
total funds employed and the various 
classes of capital funds. 
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News and Notes 


Australian Society of Accountants 


VICTORIAN DIVISION 


family Circle Discussion 
Mr. F. A. Houghton, Secretary of Foy & 
Ltd., led the discussion at the October 
» his subject being Why Form a 
folding Company. The speaker discussed the 
perits and demerits of the use of the holding 
empany technique, as against the merger, as 
ameans of achieving the financial control of 
m expanding enterprise. He went on to 
describe the different types of holding com- 
pny: the pure holding company formed 
gecially to acquire one or more existing com- 
panies; the development of an existing com- 
pany into a holding company by the acquisi- 
ton of subsidiaries; and the development of 
1 holding er by the splitting off of 
subsidiaries. ere was a good attendarce 
d members and the discussion was of a high 
tandard. The speaker was thanked by the 
Sate President, Mr. V. L. Gole. 


(ctober Luncheon 
The speaker was Sir Maurice Hutton, his 
abject being English Investment in Australia. 
fir Maurice is Managing Director of Anglo- 
dustralian Corporation Pty. Ltd., a company 
npresenting in Australia some of the largest 
English banking and financial interests. Sir 
laurice deplored the fact that no new Com- 
nonwealth or State loans had been raised on 
te London market in post-war years, with 
the consequence that Australia was no longer 
1 familiar client. Individuals and investment 
stitutions had contributed very little, the 
tain reasons being ignorance, a tacit assump- 
that the Australian pound will over a 
of years depreciate, the narrowness of 
the market here, and the fact that the London 
— does not understand Australian prac- 


Dealing with investment by British indus- 
concerns in subsidiaries in Australia, Sir 
aurice said that the position was much 
. Large amounts had been invested, 

this tendency will continue subject to 
that in time an efficient production 

th can be done, and to there being reason- 
ible isions regarding return of capital. 
Sir urice believed that overseas firms, 
laving established local subsidiaries, should 
wl a reasonable proportion of the equity 
‘pital to local shareholders. He stressed the 
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importance of maintaining the present value 
of the Australian pound, maximum effort in 
secondary industry to increase efficiency, and 
greater publicity about Australia overseas. 


Golf Day 

The annual golf day of the Division was 
held this year at the Royal Melbourne Golf 
Club on 25 October, 1955, and was attended 
by a record number. of 106 members. Win- 
ners of the various events were:— 

18 Holes Stroke, Handicap: J. Gould. 

18 Holes, Stroke, Scratch: J. Regos. 

18 Holes, Four-ball-best-ball, against Bogey: 
H. Mirams and B. Jackson. 


H. P. Ogilvie Memorial Lecture. 

As a memorial to the late Mr. H. P. 
Ogilvie, who died in December, 1953, Divi- 
sional Council arranged a lecture which was 

iven by Professor Sir Alexander Fitzgerald, 
OBE. B.Com., F.A.S.A., on the subject of 
a ee Accounting Statements. e late 
Mr. H. P. Ogilvie was prominently identified 
with the development of the accountancy pro- 
fession over a great number of years. He 
was particularly interested in accountancy 
education, and brought to the task of examin- 
= a t interest in, and sympathetic con- 
sideration of, the efforts of students to qualify 
as accountants. 

In recognition of his outstanding services 
to the profession throughout Australia, he was 
elected a life member of the Commonwealth 
Institute of Accountants in 1940. At the time 
of his death, he was a member of the Vic- 
torian Council of the Australian Society of 
Accountants. 

Owing to limited accommodation caused by 
the impossibility of securing a larger meeting 
place, many members were unable to obtain 
tickets to attend, but they will be pleased to 
learn that the text of the lecture will be pub- 
lished shortly in The Australian Accountant. 


Sixteenth Annual Lecture in the University of 
Melbourne 

Professor W. J. Vatter, Professor of Ac- 
counting in the University of Chicago, and 
Fulbright Visiting Professor in the Faculty 
of Economics and Commerce, University of 
Melbourne, delivered this lecture, his subject 
being The Fund Theory of Accounting. The 
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Chancellor of the University, the Hon. Mr. 
Justice Dean, was in the Chair. Professor 
Sir Alexander Fitzgerald moved a vote of 
thanks to the lecturer and drew attention to 
the wonderful work Professor Vatter had 
done during his short stay in Australia. Pro- 
fessor Vatter’s lecture is to be published in 
a later issue of this journal. 


Additions to Central Library, Melbourne 


Accountancy 

The accounting field, 1954: D. Cousins, ed. 

The case method at the Harvard business 
school, 1954: M. P. McNair and Anita C. 
Hersum, eds. 

Economic accounting, 1955: J. P. Powelson. 

The function and design of company annual 
reports, 1955: R. J. Chambers. 

Handbook of modern accounting theory, 
1955: M. Backer, ed. ‘ 


Costing 

Cost goer and the engineer, 1954: 
K. B. Mitchell. 

Evolution of cost accounting to 1925, 1954: 
S. P. Garner. 

Industrial accountant’s handbook, 1954: W. 
P. Fiske and J. E. Beckett, eds. 

Standard method of the estimation of direct 
operating costs of aircraft, 1953: Society 
of British Aircraft Constructors. 

Tested approaches to cutting production 
costs, 1955: American Management Asso- 
ciation. 

Business Organisation and Management 

Budgetary control, standard costing and 
factory administration, 1955: S. R. Cave. 

bi Pa of O & M, 1954: Great Britain, 


Treasury. 
Profit and loss budgeting, 1954: W. D. 


Knight. 
Sources of capital, 1954: Association of 
Certified and Corporate Accountants. 
Statistics for the distributive trades, 1954: 
L. Mundy. 

The use of the operating budget as a means 
of financial control, 1954: Institute of 
Municipal Treasurers and Accountants. 


Economics 
An introduction to economic analysis, 1953: 
J. K. Eastham. 
Banking ‘ 
Australian banking, 2nd ed. 1955: J. K. 
Gifford, J. V. Wood and A. J. Reitsma. 
Law 


Hire purchase law, 2nd ed. 1955: R. Else- 
Mitchell. 


NEW SOUTH WALES DIVISION 


Monthly Luncheon 


On Wednesday, 19 October, just over 250 
members attended the luncheon at the Troca- 
dero, at which the guest speaker was Dr. 
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Keith Barry, Controller of Trammes, Avs. 
tralian Broadcasting Commission. The tit 
of his address was Modern Radio and Tel 
vision. Dr. Barry spoke of the work of the 
Australian Broadcasting Commission, 
larly its broadcasts to the Near East, 
the introduction of television during the 
twelve months. The State President, 
E. A. Cupit, occupied the Chair and a 
of thanks to the guest speaker was m 
Mr. A. S. Deane. 


Annual University Lecture 


The third annual lecture endowed by the 
Society in the University of Sydney was de 
livered by Mr. N. F. Stevens, B.Ec., FASA, 
on Thursday, 20 October, in the University 
Union Hall. The subject of this lecture was 
Educational Standards in the Accountancy 
Profession. Mr..Stevens gave a short de. 
cription of the material changes which have 
taken place in the profession in recent years; 
he examined the requirements for and the 
desirable means of achieving the development 
of accounting education, and also the wa 
in which the post-graduate needs of the quali 
fied accountant may provided through 
journals, lectures, conferences, libraries, dis- 
cussion groups and case studies. 


He gave as his conclusions: (i) a standard 
syllabus of technical training should be de 
veloped in a manner best suited to serve the 
needs of different classes who need varying 
degrees of training in accountancy; (ii) two 
standards of qualification should be offered, 
training for the higher standard being co- 
ducted as much as possible by the Universi- 
ties; (iii) a greater measure of co-operation 
between various bodies concerned with ac- 
countancy education is desirable and could 
be achieved through the setting-up of m 
Education Committee; (iv) adoption of the 
foregoing would enable the profession t 
break through the barrier which at present 
prevents the raising of educational standards. 


Commentaries were presented by Professor 
W. F. Connell, Acting Professor of Education 
in the University of Sydney, and Professor 
E. Bryan Smyth, Professor of Accounting 
the New South Wales University of 
nology. 

A vote of thanks to the lecturer and com- 
mentators was moved by Mr. A. B. Bridge 
Q.C., and seconded by Mr. O. H. Paton, 
F.A.S.A., Australian Vice-President of. the 
Society. 


Ansigalincs Economic Development and Inf 
ion 

A series of three lectures on Australia’s 
Economic Development and Inflation was held 
in the Assembly Hall during September. The 
subjects and lecturers were: (1) Implications 
of Australia’s Economic Development, by ™ 
R. F. Holder, B.A., Dip. Com. (Birm.), 
mist, Bank of New South Wales; (2) What 
Have We Learned about Inflation? by M 
H. D. Black, M.Ec., Senior Lecturer, F 
of Economics, University of Sydney; (3) Th 
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EWS AND NOTES — Continued 


Amwuntant qo by Mr. s* R. muni, 
.C.A. us Partner Hungerford, 
Bie. Chartered Accountants 


—™ Co., 


Whilst the attendance at these lectures was 
satisfactory, only a small proportion of the 
total metropolitan membership enrolled for 
the series, and a smaller proportion attended. 
The lecturers were men who have had wide 
aperience in their particular fields and their 
papers were well presented. At the conclu- 
sion of each lecture many questions were asked 
by the audience and many members have ex- 
pressed their appreciation of the series and 
the benefit they derived from it. 


Week-end Convention 


The next week-end convention will be held 
in Tamworth on 13, 14 and 15 April, 1956. 
The subjects of the papers to be presented 
wil be of interest to both metropolitan and 
country mem 


Personal 

Mr. E. N. Puckeridge, A.A.S.A., Secretary 
d the Australia Hotel, has been appointed 
Assistant General Manager. 


QUEENSLAND DIVISION 


Members’ Luncheon 


The last luncheon was held on Thursday, 
% September, when Mr. R. A. Paul, Mana- 
get for Queensland of the Shell Company of 
Australia Ltd., addressed members, his topic 
being Oil and Millions. 


_Mr. Paul spoke of the growth of the oil 
industry throughout the world, and from his 
mmarks members gained a very clear im- 
pression of the magnitude of the industry and 
the vast capital sums expended on its four 
a phases—production, refining, transport 
Mi distribution. Members were impressed 
with the manner in which the industry clearly 
regarded expenditure on new plants and fleets 
of ships, runni into millions of pounds, as 
phases of development, and how, when 

a setback such as Abadan occurred, involving 
t loss of millions of pounds, steps were 
immediately taken to replace it with other 
elsewhere costing further millions. Mr. 

P. Morgan moved a vote of thanks to Mr. 
_ his informative and interesting ad- 


Educational Group 


By arrangement with the Chartered Insti- 
tute of Secretaries, a joint meeting of mem- 
of that Institute and of the Society was 

on 26 October in the Teachers’ Con- 
Hall, Brisbane, to hear a paper cover- 

ing legal aspects of the accountant’s and 
‘“eretary’s responsibilities in company mat- 
tes. The paper was delivered by Mr. F. T. 


The Ausiralian Accountant, November, 1955 


Cross, Barrister-at-Law and Fellow of the 
Society. 


SS Se concen of Re eee tee come 
mentaries were delivered by essrs. G. F. 
Robbins, A.A.S.A., and R. W. Ralph, F.C.LS. 
The State President of the Society, Mr. J. H. 
Devitt, presided, and Mr. C. P. Morgan, 
Chairman of the Chartered Institute of Secre- 
taries, moved a vote of thanks to the speaker 
and commentators. 


Presentation of Membership Certificates 
Divisional Council recently decided to pre- 
sent personally when possible certificates of 
membership to newly admitted members, par- 
ticular] ose resident in the metropolitan 
area of Brisbane. For this purpose, an in- 
forma! function was held in the meeting room 
of the Overseas i. on Monday, 10 
October, at 5.30 p.m. r. J. H. Devitt pre- 
sented new members with their certificates, 
and congratulated them on their achievement. 
He stressed the need for all to take an active 
part in the Society’s affairs from which, and 
with further study, they could keep abreast 
of modern accounting developments, thereby 
becoming betters members and more proficient 
accountants. After the presentation refresh- 
ments were served, and the President and 
members of the Council met the new members 


personally. 


SOUTH AUSTRALIAN DIVISION 


Personal 


Mr. R. F. Middleton, A.A.S.A., has retired 
from the position of Manager of the Executor 
Trustee & Agency Company of South Aus- 
tralia Limited. Mr. Middleton had completed 
fifty years service with the Company. 


WESTERN AUSTRALIAN DIVISION 


Personal 


Mr. J. V. Chard, F.A.S.A., has been ap- 
pointed General Manager in Western Australia 
for the Vacuum Oil Company Pty. Ltd. Be- 
fore returning to Australia, Mr. Chard spent 
eighteen months in New York where he was 
engaged on a special assignment in connexion 
with the oil industry. Mr. Chard has always 
taken a keen interest in the accountancy pro- 
fession, having been at one time a member 
of the New South Wales Board of the Federal 
Institute of Accountants, as well as a mem- 
ber of the Chartered Institutes of Secretaries 
and an Associate Fellow of the Institute of 
Industrial Management. 


Messrs. King, Lissman & Co., Chartered 
Accountants (Aust.), of A.M.P. Chambers, 
25 William Street, Perth, announce that Mr. 
L. F. Luff has been admitted to partnership. 
The firm will continue to practise under the 
same name and from the same address. 
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NEWS AND NOTES — Continued 


Australian Accountants Students’ Society 


SOUTH AUSTRALIAN DIVISION year’s activities, and members are 
Meetings invited to attend. 


7 a cong were sitting for examinations % 
in October no visits or demonstrations were CTO 
held. On 1 November a Mock Directors’ and VE : RIAN Divine , 
Shareholders’ Meeting was held at Chamber December Meeting q 
of Manufactures Board Room, Adelaide, and On Monday, 12 December, Mr, 
for the third week of November a visit to Moore, A.A.S.A., A.C.LS., Assistant 
Australian Glass Manufacturers was arranged. Secretary of Hoyts Theatres Limited 
5 ‘ on Some Aspects of the Motion Pie 

Christmas Social dustry. This meeting will be held 

The Annual Christmas Social will be held p.m. in the General Meeting Room, G@ 
at the Ex-Navalmen’s Association Rooms on of Manufactures, 312 Flinders St 
7 December. This is the winding up of the bourne. 





Current Problems 


Addresses of Journals Reviewed in this Issue 


The addresses of the publications mentioned Accounting Research, Bentley How 
in this article are as under:— Euston Road, London, W.1., Engl 
The Canadian Chartered A tant, 
i Incorporated Fone ew word Hall, Street East, Toronto, Guna 
Temple Place, Victoria Embankment, Lon- 
don, W.C.2., England; — Controller, 1 East 42nd Street, Nes 
3 


The Accountant, 4 Drapers Gardens, Throg- 
morton Avenue, London, E.C.2., England. a rhs oW.1. Eneland: 63 Portland P q 
The Accountants Journal, 22 Bedford Square, (Cost and Management, 66 King Stree 
London, W.C.1., England; Hamilton, Ontario, Canada; q 


The Accountants’ Journal, P.O. Box 5039, The Journal of Accountancy, 270 
Wellington, New Zealand; Avenue, New York, U.S.A.; 


The Accountants’ Magazine, 27 Queen Street, N.A.C.A. Bulletin, 505 Park Avenut 
Edinburgh, 2, Scotland; York, U.S.A.; q 


The Australian Accountant, Novem 











